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Ropert F. Coyxrap, 
815 Connecticut Avenue, N. W. 
Washington, D. C. 20006 
Of Counsel 


(202) 298-5535 


Rnited States District Court 


For tue SovutHern District or New York. 


PrupentTiaL On, Corporation, 
Plaintiff, 


Civil Action 


v. 


Pamurs Perroteum Company, 
Defendant. 


COMPLAINT. 


Plaintiff, by its Attorneys, for its Complaint herein, alleges: . 


Jurisdiction. 


1. Plaintiff, Prudential Oil Corporation, is a New York 
corporation, having its principal place of business at 1 
Rockefeller Plaza, New York, New York. Plaintiff brings 
this action as assignee of all the right, title and interest to 
the claims asserted herein of Prudential Equities Corp., a 
Delaware corporation, which in turn was the successor in 
interest and assignee of the entire business, assets and 
properties of Prudential Oil Corporation, a Connecticut 
corporation. Unless otherwise stated, reference herein to 
‘*Prudential’’ shall be to the Connecticut corporation. 


2. Defendant, Phillips Petroleum Company, is a Dela- 
ware corporation, having its principal place of business in 
Bartlesville, Oklahoma. It is sometimes hereinafter re- 
ferred to as ‘‘Phillips’’, 


3. The metter in controversy exceeds, exclusive of in- 
terest and costs, the sum of $10,000. 


2 
For a First Claim for Relief. 


4. In 1961, Rafael Durand, the Administrator of the 
Economic Development Administratiuu (“‘E. D. a}, 46 
agency of the government of the Commonwealth of Puerto 
Rico, requested Omega Management, Inc. (‘‘Omega’’), a 
Ma ‘agement consulting service organization located at 23 
Park Avenue, New York, New York, and its President, 
Mr. J. P. Coan (“‘Coan’’), to undertake the preparation of 
an initial study with respect to the feasibility of establish- 
ing certain new refining and petrochemical manufacturing 
facilities in Puerto Rico. 


5. This project was conceived as part of ‘‘Operation 
Bootstrap’’, and was the start of a program announced by 
E. D. A. to encourage the expansion of the petrochemical 
industry within the Commonwealth. Such program was 
Proposed as a means to compensate for the lack of indigen- 
ous raw materials in Puerto Rico to support industrial 
growth, and to take advantage of the favorable geographic 
location of Puerto Rico in relation to the large oil resources 
of the Caribbean area, particularly Venecuela. The prod- 
uets of the petrochemical industry were looked upon as 
intermediate chemicals which ultimately would be used to 
produce a large variety of consumer products to be made 
from nylon, plastics, synthetic fibers, fert'! zers, paints, 
synthetic rubber, and other petrochemical derivatives. In 
this manner, the new project would form the basis of new 
diverse industries and result in large scale employment 
needed in the Commonwealth. 


6. At the time when the project was frst conceived, 
there were already two refineries Operating within the 
Commonwealth designed to produce normal refinery prod- 
ucts, such as gasoline, kerosene, fuel oil, butane, and diesel 
oil, and which already were capable of meeting the Com- 
monvwealth’s entire requirements for such products. Some 
steps had been taken to increase the production at these 
facilities and to convert part of their product to petro- 
chemical raw materials which would be utilized as feed 
stock for petrochemical plants. It was hoped that the 


‘- 


success being achieved through these initial steps could 
be increased and accelerated by the creation of refinery 
and petrochemical facilities designed for the specific pur- 
pose of furnishing a base to support industrial operations. 


7. In or about December, 1961, Omega submitted to 
E.D.A. a favorable preliminary feasibility study which 
showed that the proposed project, as Omega conceived it, 
was economically sound and would result in substantial 
and continuing benefits to the economy of Puerto Rico. 
After discussions with various representatives of E.D.A., 
the preliminary feasibility study was accepted by that 
agency and its support was committed to the proposed 
project. 


&. It was immediately recognized, however, that the 
establishment of new refinery and petrochemical facilities 
might conflict with the express terms of the United States 
Oil Import Control Program established under Presi- 
dential Proclamation 3279 and the Oil Import Regulations 
of the United States Department of the Interior issued 
thereunder. Under this program no crude oil, unfinished 
oils, or finished refinery products produced outside the 
territorial limits of the United States could be imported 
except under a quota granted pursuant to an allocation 
made by the Oil Import Administration of the Department 
of the Interior. Accordingly, after consultation with and 
at the suggestion of Omega, representatives of the E.D.A. 
consulted with the Honorable Stewart L. Udall, Secretary 
of the Interior, and came away with the understanding that 
the Secretary was impressed with the contribution that the 
new facilities would make to the achievement of economic 
stability in Puerto Rico. These representatives reported to 
~ Omega that Secretary Udall would give careful considera- 
tion to an application for the allocation of an import quota 
to the new facilities when a specific project was presented. 
On this basis, it was determined to proceed with the project. 


9. The initial responsibility for formulating the details 
of the project and arranging for its promotion was assumed 
by an initial venture grorp which included Mr. Bruce K. 
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Brown (‘‘Brown’’), who, as the retired President of Pan- 
American Southern Corporation and Vice President of 
Standard Oil Company (Indiana), was a business con- 
sultant to the petroleum and Petrochemical fields, and the 
Honorable Oscar L. Chapman (“‘Chapman’’), former 
United States Sceretary of the Interior, and a practicing 
attorney in Washington, D. C.; and it was agreed that 
Omega would continue to provide management consulting 
Service to the venture. The purpose of the venture was to 
promote the project and, throngh an operating corporation 
to be formed in Puerto Rico, inter alia, to arrange for the 
engineering design and construction of the refinery portion 
of the project, to arrange for corporations to erect the 
petrochemical facilities, to secure the necessary oil import 
quotas, rights, licenses and Properties to engage in business 
and to provide for the necessary financing. 


10. Brown, who was also a director of the Murphy 
Corporation, a large oil company that owned substantial 
crude oil reserves and naphtha stores in Venezuela, was 
able, without difficulty, to cause that corporation to become 
associated with the renture. 


1l. From the inceptien, Brown stated that the prin- 
cipal problem which had to be overcome in order for the 
venture to sneceed was to secure the participation of a 
major chemical company or companies which would estab- 
lish new petrochemical plants in Puerto Rico and become the 
purchasers of the petrochemical raw materials produced br 
the refinery. He stated that the application to the Oil 
Import Administration for an oil import quota would hare 
to set forth not only the engineering and financing plans 
for the complete project, but would hare to contain firm 
commitments from such chemical company purchasers to 
evidence the reality of the Proposed petrochemical enter- 
prise. On this basis he concluded that the expenditure of 
funds for the refinery portion of the project should be 
deferred until the Participation of the petrochemical pur- 
chasers could be arranged. Accordingly, the promotion 
of the venture was carried forward along the dual lines 
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of (1) efforts to obtain chemical company participation; 
and (2) efforts to arrange for financial backing. 


12. Among the companies that the venture group ap- 
proached as possible participants in the venture to under- 
take firm commitments with respect to utilization of the 
petrochemical raw materials were Mobil Latin America, 
Inc., Monsanto Chemical Company, Hercules Powder Com- 
pany as well as defendant Phillips. Although, on two 
separate occasions, Phillips reviewed and studied the pro- 
posal with a view towards participating in the supplying of 
management, technical assistance and product sale assis- 
tance, it rejected the opportunity to participate in the pro- 
duction, purchase or utilization of petrochemicals, and 
therefore declined to take any interest in the venture at 
that time. 


13. In early June, 1962, Brown withdrew as an active 
participant in the promotion of the venture. Under date 
of June 4, 1962, he informed Chapman and Coan that effec- 
tive July 1, 1962, he was joining the management of Murphy 
Corporation and would devote his full time to the affairs 
of that corporation. Coan and Chapman determined, how- 
ever, that the experience and progress made by the venture 
should not be lost because of the withdrawal of Brown 
and sought to find a new person who would undertake the 
sponsorship of the venture, furnish the necessary promo- 
tional funds and carry on the work abandoned by Brown. 
In this regard, assistance was sought from the representa- 
tives of E. M. Warburg & Co. (‘‘Warburg’’) and Kuhn, 
Loeb & Co. (‘*Kuhn-Loeb’’), the two New York investment 
banking firms who had been working on the financing plans 
of the project. 


14. A representative of Warburg suggested to Coan 
and Chapman that Prudential had the required technical 
experience, know-how and ability to guide the vroject to 
fruition, as well as the financial acumen to develop and 
earry out the financing plans. Thereafter, numerous meet- 
ings were held among Chapman, Coan and representatives 
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of Warburg and Kuhn-Loeb with representatives of Pru- 
dential, who included Mr. Nathan M. Shippee (‘‘Shippee’’), 
its Chairman of the Board, Mr. Edward J. Willey 
(‘Willey’), its President, and Mr. T. R. Young 
(‘*Young’’), its chemical engineering consultant. As a 
result of these mectings, it was agreed that Prudential 
would become the sponsor of the Yenture, make all organi- 
zational and contractual arrangements and advance the 
necessary funds until the project was confirmed. Pruden- 
tial also agreed that Coan would continue to act as manage- 
ment consultant and that Chapman would continue as 
Washington representative and to serve as genial counsel 
of the Puerto Rican company which would operate the 
project. 


15. Prudential, principally through the activities of 
Shippee, Willey and Young, set out on the necessary work 
to find a new crude oil supplier to replace Murphy Corpora- 
tion; to locate purchasers for the petrochemical raw mate- 
rials; to arrange for further feasibility and engineering 


studies for the project; to prepare and prosecute the 


application for an import license; to arrange for the site 
location of the project facilities: to arrange for financing 
plans ; and, in general, to do, perform and make contractual 
arrangements for all of the work, services and planning 
necessary for, and incident to, the financing, construction 
and operation of the project facilities. 


16. As part of these activities Prudential entered into 
an arrsagement with Phillips that Phillips would be the 
supplier of the crude oil to be used at the project and 
would purchase the refined petroleum products not used in 
petrochemical operations. Phillips also agreed to furnish 
consultation and assistance in the design, construction and 
operation of the project facilities. The participation of 
Phillips is confirmed br its commitments contained in the 
letter dated November 13, 1962, addressed to Prudential 
and signed by Phillips’ President, Mr. Stanley Learned, a 
copy of which is annexed hereto as Exhibit A and made a 
part hereof for all purposes. 
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17. In light of the commitments undertaken by Phillips, 
as set forth in Exhibit A, Prudential accepted Phillips as a 
co-participant in the Project, and did thereafter deliver to 
Phillips all of its existing material, ideas, plans and pro- 
jections, and worked with, consulted and sought the advice 
of Phillips and its employees as a co-venturer and party-in- 
interest. The relationship as agreed to by both parties and 
thereafter carried out by Prudential was one of good faith 
and mutual confidence. A most important feature of the 
agreement was that each party would absolutely trust the 
other. Prudential has, at all times, fully complied with 
this requirement. 


18. Dr. A. Dale Fischbeck, the Manager in charge of 
Phillips’ petrochemical plants development, was accepted 
as techuical adviser to the venture and was included by 
Phillips as one of its members of the Prudential-Phillips 
team working on the development of the project. In his 
capacity as a member of such team, there was made avail- 
able to Dr. Fischbeck and other persons in the Phillips 
organization working with him, all of the technical data, 
concepts, specifications, plans, designs, engineering studies, 
projections and information developed by Prudential with 
respect to the project. In the course of this work, Dr. 
Fischbeck and others in the Phillips organization partici- 
pated in, advised and were consulted by Prudential with 
respect to most of the major matters and decisions incident 
to and connected with the carrying out of the venture and 
the plans for the establishment of the project. In addition, 
they were introduced to and becaine acquainted with many 
of the persons outside Prudential’s organization who were 
working with Prudential on various aspects of the project 
including consultants, engineers, attorneys and government 
officials, whose experience and familiarity with the project 
was of prime importance to the success of the venture. 


19. Within a short time after Prudentia] assumed spon- 
sorship of the venture, Prudential came to the realization 
that the project in the form as then conccired was not 
workable. Prudential learned that there was no practical 
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Opportunity to secure advance firm commitments for the 
purchase of the petrochemical raw materials in sufficient 
quantities to meet the output requirements of the refinery 
facilities, and it concluded that the establishment of hun- 
dreds of millions of dollars worth of petrochemical plants 
to consume such raw materials could not be committed for 
prior to the completion of the refinery facilities and could 
be planned for and installed only over a long period of 
time. Accordingly, Prudential developed a new concept 


under which the proposed project would be limited, in the ~~ 


first instance, to a ‘‘core”’ refinery which, though designed 
to produce the maximum yield of petrochemical raw mate- 
rials to feed various ‘‘satellite’’ petrochemical plants, 
would be sufficiently viable to produce larger amounts of 
normal refinery products during the carly years when the 
‘*satellite’’ and other consuming plants could be installed. 
As part of this concept it was to be the function of the 
veiture, as a principal activity, to work with and assist 
E.D.A. over a period of at least ten years to attract new 
petrochemical and other consuming industries to the Com- 
monwealth and to serve as a ‘‘quasi”’ public utility to serve 
such industries. 


20. Prudential’s new concept was presented to and dis- 
cussed with representatives of E.D.A. at meetings held in 
Puerto Rico from November 28, 1962 to December 1, 1962. 
As a result of these meetings, an understanding was reached 
between Prudential and E.D.A. to the effect that the new 
concept would be submitted for study to an independent 
engineering consulting firm to be employed to represent 
the Commonwealth. In the event that the project proposed 
under the new concept received technical endorsement by 
such independent study, it was agreed that the Common- 
wealth would sponsor the project, would grant to the 
venture exclusivity for the chemical industry, would grant 
it tax and other protection, wonld lease it a plant site, and 
would supply complete development of a new industrial 
area in which the project was to be located exclusive of the 
direct project facilities. At later meetings and at the 
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initiative of Prudential, Arthur D. Little, Inc., a manage- 
ment consulting firm located in Cambridge, Massachusetts, 
was selected as the independent consultant to review the 
new project concept and thereafter the approval! of such 
firm was given to the Commonwealth. - 


21. On the basis of the new concept, Pridential went 
forward with the activities of the venture in all of its many 
aspects. A principal part of the work consisted of the 
preparation by Prudential of the ~pplication for an alloca- 
tion of oil imports to be used at the project facilities. This 
application was to incorporate most of the details of the 
project developed by the venture and by the engincering, 
advisory and investment banking firms acting on 1is behalf 
or in association with it, and constituted, in effect, a project 
outline. As part of its activities as a participant in the 
venture, Phillips undertook to cause a comprehensive mar- 
keting study to be conducted, which study was intended to 
be incorporated in the project outline. Ata meeting held on 
March 27, 1963, among Shippee, Young, Dr. Fisclibeck, and 
Messrs. Frank Page and Al Smith, employees of Phillips, 
and ealled for the purpose of reviewing the results of the 
marketing study, Dr. Fischbeck requested that Phillips be 
furnished with the draft of the project outline, as developed 
to that date, so that its marketing and engineering divisions 
could bring it up-to-date with current price and cost data. 
Prudential intended that its project outline would then be 
submitted on its behalf by Chapman to the Department of 
the Interior as the application for an allocation of an oil 
import quota for the project. 


22. On April 29, 1963, Dr. Fischbeck wrote to Shippee 
as follows: 


‘Following our meeting of March 27, the proposal 
outlined was brought to the attention of Phillips’ 
management for consideration. It was decided that 
any detailed studies on the part of Phillips would be 
premature at this time, and that our further interest 
in the project will depend upon the prior establish- 
ment of an import quota. I understand Mr. Chap- 
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man has been advised by our management of the 
Phillips’ position.”’ 


23. Notwithstanding the failure of Phillips to complete 
the marketing study, Phillips and Prudential continued 
jointly to carry the project forward and Dr. Fischbeck and 
other employees of Phillips were kept apprised of current 
developments. In May, 1963, Shippee submitted to Mr. 
Richard Holland, an employee of Phillips a complete, cur- 
rent working copy of the project outline for the purpose of 
having this material prepared in final form and repro- 
duced; and on May 29, 1963, three finished copies were sub- 
» mitted to Chapman for presentation to the Department of 
the Interior. It was decided, however, to delay the presenta- 
- tion of the application pending further efforts to obtain 
certain marketing and engincering data from Phillips. 


24. On July 2, 1963, a meeting was held among Chap- 
man, Coan, Young, Shippee and other representatives of 
Prudental, at which the necessity to obtain fuller coopera- 
tion from Phillips was discussed. Particular attention was 
directed to the provisions of Section 21(b)(2) of the Oil 
Import Regulation No. 1 requiring that the application for 


:% an allocation of an oil import quota be filed, even in speciai 
*< gircumstances, only in the name of a person having an 


importing history, such as Phillips. It was also agreed 
that Chapman would undertake to “‘quarterback the project 
in Washington’’ and would continue the efforts to obtain 
the full support of Phillips and to push for a revision of 
the Oil Import Regulations specifically to permit the grant- 
ing of an allocation for an import quota for the project 
and eliminate the requirement that the applicant have an 
importing history. Also certain agreements were reached 
under which Prudential would allocate to Chapman and 
Coan certain shares of the Puerto Rican company to be 
organized for the purpose of operating the project. 


25. On December 27, 1963, revision 4 to the Oil Import 
Regulation No. 1 was promulgated, but such revised Regula- 
tion did not amend the requirements for importation of oils 
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into Puerto Rico or establish an allocation for the project. 
Thereupon, under date of January 13, 1964, a ‘‘ Petition for 
Allocation of Unfinished Oil—Puerto Rico’’ under the 
designation ‘‘In the Matter of Phillips Petroleum Co., 
Petitioner’? and signed ‘‘Oscar L. Chapman’’, was filed 
with the Oil Import Appeals Board, pursuant to the pro- 
visions of the aforesaid Section 21(b)(2) of the Oil Import 
Regulation No. 1. Thereafter, Chapman filed with the Oil 
Import Appeals Board various briefs and memoranda in 
support of the Petition and a public hearing was held 
thereon in Washington, D. C., on July 31, 1964. 


26. During this period, representatives of Prudential 
consulted with and reported to representatives of Phillips 
on matters relating to the project and in support of the 
pending Petition. Prudential and its associates in the 
venture assisted Phillips in preparing materials for such 
public hearings and in connection with documents, memo- 
randa, briefs, statements and other matters relating thereto. 
In particular, they assisted in procuring the full support 
of the H.D.A. and in causing its Administrator, Mr. Rafael 
Durand, to testify in favor of the project. During the 
course of such testimony, Mr. Durand stated that the 
project covered by the Phillips Petition was: 


‘*.... the result of three years of effort and negotia- 
tion in which our government sought to interest 
elements of the petroleum and chemical industries 
in establishing in Puerto Rico the core of a petro- 
chemical effort.’’ 


27. The only persons, other than Mr. Durand, who ap- 
peared at the hearing and testified in favcr of the granting 
of the Petition were representatives of Vhillips. Repre- 
sentatives of many oil companies, including those already 

erating facilities in Puerto Rico, testified in opposition. 
No representative of Prudential, nor any of the persons 
acting in association with it, testified at the hearing. 
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28. Under date of May 14, 1965, the Department of 
the Interior announced that on the basis of a binding ar- 
rangement to be entered into between Phillips and the 
Commonwealth for the development of petrochemical pro- 
ducing and processing facilities in Puerto Rico, the De- 
partment would recommend changes in the oil import con- 
trol program to permit the importation of feed stocks for 
the proiect facilities. 


29. On May 27, 1965, an agreement was entered into 
between Phillips and E.D.A., on bebalf of the Common- 
weulth, relating to the formation of a corporation to 
be known as ‘‘Phillips Puerto Rico Core Company’’ 
(‘‘Core’’), and to be jointly owned (75% by Phillips and 
25% by the Puerto Rico Industrial Development Companr). 
It was agreed that Core would construct, own and operate, 
under special license and grants received from the Com- 
monwealth, a complex of refinery facilities designed to srn- 
thesize and separate selected groups of hydrocarbons from 
petroleum naphtha. It was proposed that the imported 
light naphtha (Venezuelan supply) would be converted into 
certain limited number of petrochemical raw materials and, 
to a large degree, into motor gasoline, but that the utiliza- 
tion of the facilities for the production of petrochemical 
raw materials would be increased as rapidly as justified 
econonically. 


30. Under date of December 24, 1965, Section 15 of the 
Oil Import Regulation No. 1 was further amended, in sub- 
stance, to authorize allocation of crude oil and unfinished 
oils to persons proposing to construct refinerr facilities in 
Puerto Rico which would promote substantial expansion of 
employment through industrial derelopment in instances 
where the Secretary of the Interior determines that the 
accomplishment of the objectives of the Presidential Proc- 
lamation 3279 would not be impaired. On the same dar, 
the Secretary of the Interior announced the allocation of 
an import quota to Core permitting the importation of 
50,000 barrels per day of low boiling distiliates (naphtha) 
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into Puerto Rico, effective January 1, 1966, for use pur- 
suant to the aforesaid agreement of May 27, 19635. 


31. Phillips, through Core, has undertaken the design, 
construction and operation of the refinery facilities at a 
newly created industrial district, located approximately 
three miles southwest of the City of Guayama on land leased 
from the Commonwealth. It is contemplated that such 
refinery facilities will start up operation in September, 
1967. In addition, Phillips has entered into a joint venture 
for the construction of a nylon fiber plant adjacent to the 
Core facilities, construction of which began in June, 1966, 
and which is scheduled to start up operation in November, 
1967. Under present plans, projections are being made to 
attract other chemical and petrochemical plants to be estab- 
lished adjacent to, and to be supplied with raw materials 
from, the Core facilities at an installed cost estimated to be 
in excess of $600,000,000 over a ten-year period, which 
plants will ultimately provide raw materials for cousumer 
product industries, such as, synthetic textiles, plastics, 
syuthetic rubber goods and a variety of agricultural chem- 
icals and fertilizers. 


32. Since the allocation of the aforesaid import quota, 
Phillips has refused to acknowledge that Prudential and its 
predecessors in interest have any interest, direct or in- 
direct, in the project or in any of the facilities being con- 
structed in the Commonwealth of Puerto Rico. 


33. The petrochemical complex being built by Core and 
sponsored by Phillips constitutes the successful consumma- 
tion of the venture as conceived and initiated by Prudential. 


34. Pursuant to the acts, representations and agree- 
ments between Prudential and Phillips, a joint venture was 
formed between the parties pursuant to which Prudential 
‘was to acquire, upon successful consummation of the ven- 
\are, the equity interest in the company to be organized to 
construct and operate the project facilities and Phillips was 
to receive the right to supply, from its available sources, 
the crude or unfinished oils to be processed at the project 
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and the right to purchase all of the products of the refinery 
with the exception of the petrochemical raw materials. Dur- 
ing the course of the joint venture, and pursuant thereto, 
Prudential and its representatives disclosed to Phillips and 
its representatives all of the details, specifications, ideas, 
concepts, innovations, information, contacts, engineering 
data and designs which made it possible for the project to 
be successfully completed. Phillips has misappropriated 
and wrongfully excluded Prudential from the fruits of the 
venture obtained by their joint efforts and from the valuable 
business, properties, interests, rights and assets obtained 
by reason thereof. 


35. Although heretofore duly demanded, Phillips has 
failed and refused and still fails and refuses to account to 
Prudential for the fruits of the joint venture and to pay 
over to Prudential the business properties, interests and 
rights acquired by Phillips in its own name but for the 
account of the joint venture, including, but not limited to, 
the equity interest held by Phillips in Core, which right- 
fully and in equity belong to Prudential. 


36. By reason of the foregoing, Phillips has breached 
its agreement and its duty of trust and fair dealing to 
Prudential and holds the fruits and benefits of the venture, 
including the equity interest in Core, for the right and 
benefit of Prudential. 


37. The principal asset of Core and Phillips derived 
through the efforts of Prudential is the quota to import 
into the United States 50,000 barrels a day of light naphtha. 
The allocation of an oil import quota is a unique property 
right. No oil import quota may be granted without the con- 
sent and approval of the Department of the Interior upon 
a proper showing, as set forth in the Oil Import Regula- 
tions. With the granting of each oil import quota, the 
opportunity to obtain another allocation is more remote. 
In this instance, with the creation of a new industry in 
Puerto Rico requiring time and a conipctitive climate for 
growth, any reasonable probability of Prudential’s obtain- 
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ing another quota upon a new application is so infinitesimal 
as to be, for all practical purposes, nonexistent. Accord- 
ingly, the only manner in which plaintiff can be made whole 
is by the performance by Phillips of its legal obligations, 


28. Since each barrel of light naphtha is the equivalent 
in low boiling ingredients of three to four barrels of crude 
petroleum, and since imported light naphtha is considerably 
cheaper than the comparable domestic product, the quota 
represents ai economic advantage to a domestic marketer 
amounting to approximately two dollars a barrel. During 
the ten-year period of the initial term of the allocation 
granted by the Department of the Interior to Core, the im- 
port quota has a value of $365,000,000. Based on the long 
range outlook for world energy resources, there presently 
exists the reasonable expectancy that this atiocation will ° 
be nenewed, again and again, for successive ten-year peri- 
ods. Assuming, conservatively, that only two such renewals 
are to be received by Core, the value of the import quota 
over a thirty-year period is $1,095,000,000. 


39. Prudential has no adequate remedy at lav. 


For a Second Claim for Relief. 


40. Prudential repeats and realleges Paragraphs ‘1’? 
through ‘‘33,”’ inclusive, and Paragraphs ‘‘37’? through 
**39,’’ inclusive, of this complaint, as though set forth in 
full in this Second Claim. 


41. Pursuant to the acts, representations and agree- 
ments between Prudential and Phillips, Prudential and its 
representatives disclosed to Phillips and its representa. 
tives all of the details, specifications, ideas, concepts, in- 
novations, information contacts, enginecring data and de- 
signs in trust and confidence to he used solely for the ben- 
efit and in furtherance of the interests of Prudential, and 
Phillips thereafter did misappropriate the same for its 
own use and henefit, and did thereby inflict upon Pruden- 
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tial and upon its valuable business properties, interests, 
rights and assets the wilful, intentional and malicious in- 
juries and harm hereinabove set forth. 


For a Third Claim for Relief. 


42. Prudential repeats and realleges Paragraphs ‘‘1’’ 
through ‘‘33,’’ inclusive, and Paragraphs ‘‘37’’ through 
‘*39,’’ inclusive, of this complaint, as though set forth in 
full in this Third Claim. 


43. Phillips intended by its acts, statements and rep- 
resentations falsely to convince Prudential that Phillips had 
a continuing interest by participating with Prudential in 
the project and the sharing of the benefits thereof while 
concealing from Prudential its true intention to misappro- 
priate to itself the full benefits of the project and all of the 
business properties, interests, rights and asscts aceruing 
therefrom, and to exclude Prudential therefrom. Phillips’ 
purpose was to induce Prudential: (a) to disclose and 
deliver to Phillips the confidential details, specifications, 
ideas, concepts, innovations, information, contacts, engi- 
neering data and designs pertaining to the installation, 
operation, management and financing of the project, and 
(b) to cooperate with Phillips in obtaining the necessary 
rights, licenses, perinits, quotas, privileges, leases and other 
grants necessary to the consummation of the project in 
Phillips’ name, and (c) to cause Prudential to refrain from 
seeking any such grants or establishing any such business 
solely in its own behalf. 


44. Prudential would not have revealed such confiden- 
tial matters to Phillips nor cooperated with it in obtaining 
the rights, licenses, benefits and other grants which it ob- 
tained but for Phillips’ deceitful conduct as aforesaid. 


45. By reason of the foregoing, Phillips. in equity, holds 
the fruits and benefits of the project, ani all of its interests 
therein, on a constructive trust for the benefit of Prudential. 
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For a Fourth Claim for Relief. 


46. Prudential repeats and realleges Paragraphs ‘1” 
through ‘33,’ inclusive, and Paragraphs ‘37’ through 
**39,’’ inclusive, of this complaint, as though set forth in 
full in this Fourth Claim, 


47. Prudential and the persons affiliated with it re- 
frained from taking any action which would have inter- 
fered with or in any way could have been detrimental to 
the action being taken by Phillips to secure any of the 
rights, licenses, permits, quotas, privileges, leases and other 
grants necessary to be obtained by it for the establishment 
of the business and interests in the project. 


48. The forebearance of Prudential was caused directly 
by the acts, representations and agreements of Phillips, 
which creates as a fact of equity the right of Prudential to 
share in the fruits and benefits accruing therefrom. 


Wuenrerore, Plaintiff demands judgment as follows: 


1. That an accounting |. had between plaintiff and 
defendant Phillips as to the transactions had in joint ven- 
ture hereinabove alleged and that a division be made of the 
respective rights and interests of the parties in said joint 
Venture in accordance with their agreements and under- 
standings. 


2. That upon completion of such accounting. judgment 
be entered directing Phillips to pay over to plaintiff all 
business rights, properties, interests and assets, and par- 
ticularly, but not limited to, the equity interest in Core, 
which Phillips holds in its name but for the account and 
benefit of Prudential. 


3. That judgment be entered directing Phillips to ac- 
count for and pay over to plaintiff all business rights, prop- 
erties. interests and assets which it holds in its name but 
for the account and as trustee, constructive or otherwise, 
for Prudential. 
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4. That judgment be entered against Phillips awarding 
to plaintiff recovery of all losses, “damages, costs and ex- 
penses sustained on account of the claims set forth in the 
First, Second, Third and Fourth Claims herein, together 
with interest and reasonable attorneys’ fees and costs and 
disbursements of this action, and 


5. That plaintiff be awarded such other and further 
relief as the Court may deem just and proper. 


Dated: New York, New York 
September , 1967 


ag) SERLE Ace & SHaw 


ay WitQue lr bigebe 


Attorneys for Plaintiff 
62 William Street, 
New York, New a 100035. 


Rosert F’. Cowrap, 
815 Connecticut Avenue, N. W. 
Washington, D. C. 20006 
Of Counsel 


EXHIBIT A 


PHILLIPS PETROLEUM COMPANY 
BARTLESVILLE, OKLAMOMA 


November 13, 1962 


STANLEY LEARNED 
PRESIOENT 


PrupextiaL Om, Corporariox 
21 West Putnam 
Greenwich, Connecticut 


Attn: Mr. N. M. Shippee, Chairman 


Gentlemen: 


In connection with the Puerto Rico Oil and Petrochemical 
Company’s petrochemical complex to be built in Puerto 
Rico, Phillips Petroleum Company is prepared to: 


1—Furnish 30,000 to 60,000 barrels per day of crude 
oil for charge stock; 


2—Purchase the refined petroleum products not con- 
sumed in the pe ‘rochemical operations; 


3—Counsel with you and assist, if you -rish, in the 
design and construction and operation of the pro- 
posed facilities, 


Whenever you desire, we shall be glad to have our rep- 
resentative work with you to negotiate and complete con- 
tracts. 


Very truly yours, 


Stantzy Learyvep 


UNITED STATES DISTRICT COURT 
FOR THE SOUTHERN DISTRICT OF NEW YORK A 21 


PRUDENTIAL OIL CORPORATION, 
Plaintiff, : 


Civ. 3748 
-against- 
ANSWER 
PHILLIPS PETROLEUM COMPANY, Rote 


Defendant. 


Defendant, byits attorneys, for.its,Answer to the 
Complaint alleges: 


1.. Defendant denies knowledge or information suf- 


i ficient to form a belief as to the allegations of Para- 


graph 1 of the Complaint. 

2. Defendant admits the allegations of Para- 
graph 2 of the Complaint. 

3. Defendant denies knowledge or information 
sufficient to form a belief as to the allegations of Para- 
graph 3 of the Complaint. 

4. Defendant denies knowledge or information 
sufficient to form a belief as to the allegations of Para- 
graph 4 of the Complaint. 

5. Defendant denies knowledge or information 
sufficient to form a belief as to the allegations of 
Paragraph 5 of the Complaint. 

6. Defendant denies kncwledge or information 
sufficient to form a belief as to the allegations of Para- 
graph 6 of the Complaint, except admits that there were at 


least two petroleum refineries operating in Puerto Rico in 


1961. 


i 
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7. Defendant denies knowledge or information suf - 


ficient to form a belief as to the aliegations of Paragraph 


7 of the Complaint. 


8. Defendant denies knowledge or information suf- 
ficient to form a belief as to the allegations of Paragraph 
8 of the Complaint, except admits that an oil import control 
program was established by the United States under Presi- 
dential Proclamation 3279 (24 Fed. Register p. 1781, March 
12, 1959) and the Oil Import Regulations of the United 
States Department of the Interior issued pursuant to that 
Proclamation (32A CFR Ch. X, OI Reg. 1) and respectfully 
refers to such official records for a description of the 
provisions and procedures of such program. 

9. Defendant denies knowledge or information 
sufficient to form a belief as to the allegations of Para- 
graph 9 of the Complaint. 

10. Defendant denies knowledge or information 
sufficient to form a belief as to the allegations of Para- 
graph 10 of the Complaint. 

ll. Defendant denies knowledge or information 
sufficient to form a belief as to the allegations of Para- 
graph 11 of the Complaint. 

12. Defendant denies knowledge or information 
sufficient to form a belief as to the allegations of Para- 
graph 12 of the Complaint, except admits that J. P. Coan 
and Bruce K. Brown during the first six months of 1962 
discussed with representatives of defendant the possible 
establishment of a refinery-petrochemical complex in Puerto 
Rico and tnat defendant informed Mr. Coan and Mr. Brown 
that defendant had no interest in pursuing the matter 


further at that time with Mr. Coan or Mr. Brown. 
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13. Defendant denies knowledge or information 
sufficient to forma belief as to the allegations of Para- 
graph 13 of the Complaint. 

14. Defendant denies knowleige or information 
sufficient to form a belief as to the allegations of Para- 
graph 14 of the Complaint. 

15. Defendant denies knowledge or information 
sufficient to form a belief as to the allegations of Para- 
graph 15 of the Complaint. J 

16.. Defendant denies the allegaticns of Para- 
graph 16 of the Complaint, except admits that Exhibit A 
annexed to the Complaint is a correct copy of a letter 
dated November 13, 1962 addressed to Prudential Oil Cor- 
poration from defendant and refers to the text of such 
letter for an accurate statement of its content. 

17. Defendant denies the allegations oi Para- 
graph 17 of the Complaint. 

18. Defendant denies the allegations of Para- 
graph 18 of the Complaint. 

19. Defendant denies knowledge or information 
sufficient to form a belief as to the allegations of Para- 
graph 19 of the vomplaint, except denies that the concept 
of a "core" refinery was either a new concept or a con- 
cept developed by plaintiff or by plaintiff's alleged 


assignors. 


20. Defendant denies knowledge or information 


sufficient to form a belief as to the allegations of Para- 
graph 20 of the Complaint. 

21. Defendant denies knowledge or information 
sufficient to form a belief as to the allegations of Para- 


graph 21, except denies that it undertook to cause a 
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comprehensive marketing study to be conducted or that it 
undertook any activities as a participant in any venture 
to which the plaintiff or its alleged assignors were parties 
or that it was associated in any manner with any venture to 
which the plaintiff or its alleged assignors were parties, 
and further denies that defendant assumed any obligation to 
perform any function as to any materials left with it by 
N. M. Shippee or Thomas Young in March 1963. 

22. Defendant admits the allegations of Para- 
graph 22 of the Complaint. 

23. Defendant denies knowledge or information 
sufficient to form a belief as to the allegations of Para- 
graph 23 of the Somplaiat, except denies that defendant 
participated jointly im carrying forward any project or 
venture to which plaintiff or its alleged assignors were 
parties and further denies that defendant undertook to take 
any action with respect to any materials left by N. M. 
Shippee with defendant in May 1963. 

24, Defendant denies knowledge or information 
sufficient to form a belief as to the allegations of Para- 
graph 24 of the Complaint. 

25. vefendant edmits that on December 27, 1963 
Revision 4 to the 0il Import Regulation No. 1 was promul- 
gated (32A CFR Ch. X, OI Reg. 1) and respectfully refers 
to the official text of said revision for a full and com- 
plete statement of i*s contents; defendant further admits 
that a p.=lic hearing was held in Washington, D.C. on 


July 31, 1964 before the United States Department of the 


Interior, Office of Oil and Gas, in the matter entitled "Oil 


Imports from Puerto Rico" and respectfuliy refers to the 


official file in that matter for a ful} and accurate 
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description of the papers filed and proceedings held in 
connection with that matter. 

26. Defendant denies the allegations of Para- 
graph 26 of the Complaint, except admits that Mr. Rafael 
Durand testified on July 31, 1964 before the Unitec Status 
Repartment of the Interior, Office of Oil and Gas, in the 
matter entitled "Oil Imports from Puerto Rico" and for a 
full and accurate statement of his testimony respectfully 
refers to the official transcript of those proceedings. 

27. Defendant admits the allegations of Para- 
graph 27 of the Complaint. 

28. Defendant denies the allegations of Para- 
graph 28 of the Complaint, except admits that under date 
of May 14, 1965 the Department of the Interior announced 
that on the basis of a binding arrangement to be entered 
into between defendant and the Commonwealth of Puerto Rico 
for the development and construction of a petrochemical 
complex the Department would recommens changes in the oil 
import control program to permit the importation of : eed 
stocks for the facilities to be construc ed pursuant to 
such arrangement. 

29. Defendant admits the allegations of Para- 
graph 29 of the Complaint with respect to the execution 


of an agreement between defendant and the Commonwealth of 


Puerto Ricwu dated May 27, 1965 and respectfully refers to the 


agreement for a full and accurate statement of the terms 
of the agreement. 


30. Defendant denies the allegations of Para- 


graph 30 of the Complaint, except admits that Section 15 
of the Oil Import Regulation No. 1 was amended as of 
December 24, 1965 (32A CFR Ch. X, OI Reg. 1, § 15) and 
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respectfully refers to the text of the amendment for a full 
and accurate statement thereof. 

31. Defendant denies the allegations of Para- 
graph 31 of the Complaint, except admits that Phillips 
Puerto Rico Core Inc. has undertaken the design, construc- 
tion and operation of petrochemical facilities at a newly 
created industrial district, located approximately three 
miles southwest of the city of Guayama on land leased from 
the Commonwealth and that defendant has a stock interest 
in a corporation which began in June 1966 the construction 
of a nylon fiber plant adjacent to the petrochemical 
facilities. 

32. Defendant denies the allegations of Para- 
graph 32 of the Complaint, except admits and avers that 
at all times it has refused to acknowledge that plaintiff 
or its alleged ass’ gnors have any interest, direct or in- 


direct, in the petrochemical facilities of Phillips Puerto 


Rico Core Inc. and that at no time has Plaintiff® or its 


alleged assignors had nor do they now have any interest in 
any project or any facilities constructed or to be con- 
structed by Phillips Puerto Rico Core Inc. in the Common- 
wealth of Puerto Rico. 

33. Defendant denies the allegations of Para- 
graph 33 of the Complaint. 

34. Defendant denies the allegations of 
graph 34 of the Complaint. 

35. Defendant denies the allegations of 
graph 35 of the Complaint, except admits and avers 
defendant has refused and still refuses to account 
to plaintiff or its alleged assignors any business 


erties, interests and rights acquired by defendant 
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denies that defendant associated in any manner with any 
venture to which plaintiff or its alleged assignors were 
parties, or that defendant accuired any properties, in- 
terests or rights in its name for the account of any joint 
venture to which plaintiff or its alleged assignors are 
parties or that plaintiff or its alleged assignors have 
any interest whatsoever in any properties, interests or 
rights held by defendant. 

36. Defendant denies the allegations of Para- 
graph 36 of the Complaint. 

37. Defendant denies the allegations of Para- 
graph 37 of the Complaint, except admits that no oil im- 
port quota may be granted without the approval of the 
Department of the Interior pursuant to the Oil Import 
Regulations and denies knowledge or information sufficient 
to form a belief as to the probability of plaintiff or its 
alleged assignors obtaining an oil import quota. 

38. Defendant denies the allegations of Para- 
graph 38 of the Complaint. 

39. Defendant denies the allegations of Para- 
graph 39 of the Complaint and avers that plaintiff has no 
cause of action against defendant. 

40. Defendant repeats the allegations of Para- 
graphs 1 through 33, inclusive, and Paragraphs 37 through 
39, inclusive, of the Answer in response to Paragraph 40 
of the Complaint. 

41. Defendant denies the allegations of Para- 
graph 41 of the Complaint. 

42. Defendant repeats the allegations of Para- 
graphs 1 through 33, inclusive, and Paragraphs 37 through 


39, inclusive, of the Answer in response to Paragraph 42 


of the Complaint. 
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43. Defendant denies the allegations of Para- 
graph 43 of the Complaint. 

44. Defendant denies the allegations of Para- 
eraph 44 of the Complaint. 

45. Defendant denies the allegations of Para- 
graph 45 of the Complaint. 

46. Defendant repeats the allegations of Para- 
graphs 1 through 33, inclusive, and Paragraphs 37 through 
39, inclusive, of the Answer in response to Paragraph 46 
of the Complaint. 

47. Defendant denies knowledge or information 
sufficient to form a belief as to the allegations of Para- 
graph 47 of the Complaint. 


48. Defendant denies the allegations of Para- 


graph 48 of the Complaint. 


AS A FIRST DEFENSE 


The Complaint fails to state a -‘aim against 


defendant on which relief can be granted. 


AS A SECOND DEFENSE 


The Court has no jurisdiction over the subject 


matter of the action pursuant to 28 U.S.C. § 1359. 


AS A THIRD DEFENSE 


Plaintiff is not entitled to maintain this suit 
by reason of laches. Plaintiff commenced this action an 
unreasonable length of time after it or its alleged assignors 
acquired notice of material facts giving rise to its com~< 
Plaint and the prosecution of this action at this time 


causes great injury and prejudice to defendant. 
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WHEREFORE, plaintiff demands judgment dismissing 


the Complaint and for costs and disbursements in the action. 


SULLIVAN & CROWELL 


Attorneys for Defendant 
Phillips Petroleum Company, 
48 Wall Street, 
New York, N.Y. 10005. 


iiAnover 2=-3100 


Dated: October 19; 1967 
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_ UNITED STATES DISTRICT COURT 


- SOUTHERN DISTRICT OF NEW YORK 


PRUDENTIAL OIL CORPORATION, 
Piaintiff, 
~against- 67 Civ. 3748 (CLB) 
PHILLIPS PETROLEUM COMPANY, 


Defendant. 


STIPULATED FACTS 

The Parties 

(1) Prudential Connecticut was organized on 
October 30, 1959, under the laws of the State of 
Connecticut and its certificate of organization was 
filed November 12, 1959. Until October 1, 1962 its 
principal place of business was in Greenwich, 
Connecticut, when it opened an office in New York 
City which was thereafter its principal place of 


business. 


(2) Prudential Delaware was organized on March 


1, 1965, under the laws of the State of Delaware. 
On May 26, 1965 the stockholders of Prudential Dela- 
ware voted to acquire all property and assets and 
liabilities of Prudential Connecticut in a share-for- 
share exchange of stock effective as o* June 30, 1965. 
(3) On Mav 26, 1965 the stockholders of Pruden- 
tial Connecticut voted to reorganize as Prudentiat 
Delaware, to dirsolve Prudential Connecticut as of 
June 30, 1965 and to transfer the entire assets, 
liabilities and good will of Prudential Connecticut 
to Prudential Delaware as of June 30, 1965, and that 


each shareholder of Prudential Connecticut should 


receive one share of stock in Prudential Delaward 33 


for each share held in Prudential Connecticut. | 

(4) A certificate of dissolution of Prudential | 
Connecticut was filed on November 12, 1965. 

(5) Prudential Drilling Funds, Inc. ("Prudential 
Punds") was incorporated in Delaware on December 21, 
1965. Its name was changed to Prudential Funds, Inc. 
on August 5, 1966. ; 

(6) On July 13, 1966 the shareholders of Prudential 
Delaware voted to chs:nge its name from "Prudential Oi: 
Corporation” to "Prudential Equities Corp." and the 
minutes of the shareholders meeting recite that the 


change was "to reflect more accurately the business of 


the corporation.” This change was duly effected on July 


15, 1966. On June 2, 1969 the name of Prudential Dela~ 


ware was further changed to "Prudential Resources Corp." 

(7) Plaintiff Prudential Oil Corporation 
("Prudential New York") is a New York corporation 
which was incormorated on July 12, 1966. 

(8) Defendant Phillips Petroleum Company 
("Phillips") is a Delaware corporation wick its princisa: 
place of business in Barctlesvills. Oklahoma. at all 
times the business of Phillips was chat of an integrated 
petroleum enterprise engaged in every phase of the 
petroleum indveiry and in various petrochemical activi- 
ties, including exploration for and production of 
exude oil, natural gas and natural gas liquids; 
transportation of crude cil from wellhead to refinery; 
refining and processing of crude cil and wu tinished 


oils into a broad ranse of by-oreducts, including 
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gasoline, aviation fuel, petrochemical intermediates, 
and petrochemicals; and the transportation and 


marketing of refined products and petrochemicals. 


B. Assignment of Claims 
(9) .As of June 30, 1965 a general indenture 


‘of conveyance, assignment and transfer of property 
and assets from Prudential Connecticut to Prudential 
Delaware, without specification of specific property _ 
and assets, was executed by Prudential Connecticut. 
Also as of June 30, 1965 an indenture of assumption 
of liabilities taken over by Prudential Delaware 
rom Prudential Connecticut, without specification 

of specific liabilities, was executed by Prudential 
Delaware. 

(10) On June 29, 19¢65, the board of directors 
of Prudential Delaware took the following action: 

(a) approved and authorized the transfer by 
Prudential Delaware to Prudential Funds of all of 
Prudential Delaware's assets relating to its business 
in the management of oil and gas drilling funds, 
including its fiscal agency for “the Prudential 
Drilling Funds” in exchange Zor ail of che issuec 
and outstanding stock of Prudential Funds and the 
assumption by Prudential Funds of certain liabilities 
of Prudential Delaware with Prudential Delaware 
“retaining to itself, all of the right, title and 
interest of ‘Prudential Selaware] in and to any 


business u related to the management of oil and 


gas drilling funds". The business of Pradential 


3! 
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Funds consists of publicly offering unit participations 


in and administering oil and gas -xploration and 
development programs known as the “Prudential 
Drilling Fund Programs", which provide facilities 
for co-ownership and participation by individuals 
in high income tax brackets in oil and gas drilling 
ventures. 

(b) voted to change the name of Prodential 
Delaware to Prudential Equities Corp. 

(c) authorized the transfer to Prucential 
New York, in exchange for all the capital stock of 
Prudential New York, of "all obligations, rights ané¢ 
claims of the Corporation with respect to the joint 
venture, and with respect to the promotion, financing 
and development of petrochemicai companies related to 
or associated with the joint venture with Phillips 
Petroleum Co. and, upon the effectiveness of the 
aforementioned change of name of the Corporation, 
the use of the name of the Corporation, Prudential 
Oil Corporation". 

(a) authorized and directed <he officers 9f 


Prudential Delaware to form a new subsidiary under 


the name of Prudential Oil Corporation under the laws 


of the State of New York. 

(11) On July 13, 1966 Nathan M. Shippee as the 
incorporator of Prudential New York elected himself 
and Patricia R. Morel as the directors of Prudential 
New York until the first annual neeting of share- 


holders, or until theizs successors were alected and 


qualizied. On che same jay tie G@izectors of Pruden- 


Wi 


tial New York elected the following officers of 
corporation: Nathan M. Shippee - President ane 
Treasurer; Patricia R. Morel - Vice President and 
Secretary. 

(12) On July 13, 1966, the directors of 
Prudential New York voted to “acquire all the rights 
and claims of Prudential Oil tnebieeeken: a Delaware 
corporation, with respect to the joint venture with 
Phillips Petroleum Company, and with respect to the 
promotion, financing and development of petrochemical 
companies relating to or associated with the joint 


venture with Phillips Petroleum Company, together 


with the use of the name of Prudential Oil Corperation, 


in exchange for 20,000 shares of Common Stock, par 
value $j per share, of the Corporation and the 
assumption by the Corporation of any obligations 

of Prudential Oil Company [sic], a Delaware corpora~ 
tion, of any obligations with respect to said joint 
venture, the same to be ettactive as of the close of 
business on July 13, 1966" and voted that "the 
proper officers of ais Corporation be, anc they 
nereby are, authorized anc direcced to issue co 
Prudential Oil Corporation, a Delaware corporation, 
(name being changed to Prudential Equities Corp.) 
cartificates evidencing 20,000 shares of fully paid 
and non-assessable shares of Common Stock of the 
Corporation upon delivery of the aforementioned 
consideration to shis Corporation” and that “the 
aforementioned consideration to be zeceived by tne 


Corporation in exchange for the 20,000 shares of 
? i i 4 Mop : . . . - 


’ 
> 


a wi na . 


Common Stock, par value $1 per shares, of chis 


oF 


Corporation be, and the same hereny is, adjudged 
and declared to be of a value sf at least $20,000, 


and to be necessary for the business and in the aN 


best interests of this Corporation". | 
(13) on July 13, 1966, Nathan M. Shippee on : 
behalf of Pruéential Delaware executed a general | 
indenture of conveyance, assignment anc transfer to | 
Prudential New York, which states that Prudential | 
Delaware was transferring "the name ‘Prudential 
Oil Corporation' and the use of saic name, and the 
right, title and interest of the. Grantor Prudential 
Delaware in and to the joint venture with Phillip: 
Petroleum Company in respect of the project for a 
petrochemical complex in Puerto Rico, including all 
‘business properties and interests in connection 
therewith, including, without limitation, the pro- 
motion, financing and development of petrochemical 
companies relating to or associated with the joint 


venture with Phillips Petroleum Company, and any 


and all claims, rights cz causes of action acc>uiag 
/ or arising from any or all of che foregoing." Also 
on July 13, 1966, Nathan M. Shippee on behalf of 
Prudential New York executed an indenture of assump- 
tion of liabilities from ?rudential Delaware which 
recited that Prudential New York would “assume 


payment of any and ail liabilities and performance 


of any and all cbligations of Prudential Delaware 
accrued to or existing at the date aereoft, ef what- 
soever nature or character, whether absolute or 


g 


contingent, arising out of cr in connecticn with 
“he said joint venture with Phillips tetroleum 
Company in respect of a project for z petrochemical 
complex in Puerto Rico, including, without limita- 
tion, the promotion, financing and development of 
petrochemical companies relating to or associated 
with the said joint venture with Phillips Petroleum 
Company.” 

(14) On October 3, 1966, the Board of Directors 
of Prudential Delaware (whose name had been changed 
to Prudenti=i Equities Corp.) authorized and directed 
the prorer officers of Prudential Delaware, at such 
time, as they deemed it advisaple and in the best 
interests of Prudential Delaware, to commence a iecal 
proceeding against Phillips by and in the name of 
Prudential New York and to take such further acticn, 
including retaining counsel, and executing and 
delivering all such further instruments as they 


deemed necessary, proper or convenient. On September 


11, 1967 the Executive Committee of Prudential Delawar 


adopted a resolution shat the proper officers o= 
Prudential New York, acting for chat corporation, are 
authorized and directed to take ali steps necessary 
or advisable in the best interests of Prudential 
Delaware and Prudential New York to commence suit 
against Phillips, including she retention of all 
counsel deemed necessary sy the proper officers of 
Prudential New York “in order to recover the property 
rights of [Prudential New York} in and So the 
petrochemical complex in Puerso Rico, presently 
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administered by Phillips Petroleum Company" and a 39 


adopted a further resolution ratifying and con- 
firming "the retention of the law firm of Robert 
Conrad, Esq. of Washington, D.C. and Palmer, Searles, 
Delaney & Shaw of New York City by [Prudential New 
York] es work with the office of Burton M. Abrams, 
counsel for [Prudential Delaware], for the purpose 
of commencing the said suit against Phillips 


Petroleum Company.” 


C. The Interest of EDA in Promoting Industries and a 
Third Refinery 


banegr a ASE Ah RE ACI ATA AI 


(15) In 1942 the Puerto Rican Government 
commenced a program known as "Operation Bootstrap” 
to encourage industrial and commercial development 
in Puerto Rico with the objective of creating job 
opportunities on the Island. Since its establishment 
in 1950, the Economic Development Administration 
("EDA") has administered this program. 

(16) As of March 1961, when Rafael Durand suc~ 
ceeded Teodoro Moscoso as Administrator of EDA, there 
were two existing cil refineries in Puerts Risd wish 
had beer constructed during the early 1950's ag a 
part of “Operation 3octstrap". 

(17) During the first half of 1961 the officials 
of EDA prepared to encourage the location in Puerto 
Rico of a refining and petrochemical facility and 
thus encourage the expansion of the petrochemical 
industry of Puerto Rico. Such program was conceived 
as part of "Operation Bootstrap” ‘9 compensate “or 


the lack of indigenous raw materials in Prerts Rico 


necessary to support industrial growth. The products A 
of such a facility were looked upon as intermediate 
products which ultimately would be used to produce a 
large variety of consumer products, thus forming the 
basis of new diverse industries and resulting in sub- 


stantially increased employment in Puerto Rico. 


Petroleum, Its Basic and Intermediate Processin 


The Activities of the Gibbs Group and Related Develon- 
ments Pertaining to a Third Refinery in Puerto Rico 
(23) In the spring of 1961, John H. Gibbs sent 
a letter proposal regarding a third refinery in 
Puerto Rico dated March 30, 1961 to Mr. J. Diaz 


Hernandez, executive director for the continentai 


branch of EDA, which letter has been marked ae—preeriad 


Pa Jost Exh ib f mE bi 4-3-2 é id ifi 


Le erOtre 

(24) EDA in June 1961 and thereafter undertcok 
a program of actively encouraging potential sponsors 
of a third refinery to build such a project in Puerto 
Rico. Gver the course of the next four years, EDA 
had discussions with various potential sponsors of 
such a project including Petroquimica Puerto: riquena, 
Inc. ("PPI", a company organized by John #. Gibbs), 
Jules Flescher (Ferma Corporation), John C. Worthy 
(President of Pipeline Welding & Construction Company) 
and Albert Joseph Calla (“the Gibbs-PPI group”) ; 
Gulf O11 Corporation; Texaco Inc.; Mensanto Company; 
Ashland Oil Company; Caion Texas Petroleum Corporza- 
tion (a division of Allied Chemical Corporation); 
@. M. Warburg & Co., Inc.; and the Standard Oil 


Company (New Jarsey) . 


(25) om June 15, 1961, Ivan E. Irizarry, Q 44 


Industrial Representative ef ZDA in New York sent 
a Ngee: to John 8. eeeks. i ag has bean marked at 


Joint Exh. bit 
ich SS Th 


for-identidieation. 
(26) A preliminary draft of prospectus for 
Petrofina Puertorriquena, Inc. was prepared dated 


July 25, 1961, which has been marked Se-pichttes 
Esbitit J-3. : 2 


Gatien. In August 1961, the Gibbs-PPI group arranged 
with Jack P. Coan and the consulting firm of which he 
was president and principal stockholder, Omega Managc- 
ment Inc. ("Omega"), to assist in the preparation of a 
feasbility study and brochures for a refinery in Puerto 
Rico. In this connection, Omega entered into an agree- 
ment with Universal 011 Products Company ("UOP") under : 
date of September 12, 1961, which nee is set 


forth in letters which have been marked PEAY 


Evbats JY and J- 3. 

sifentidieation iad provides for UOP to furnish to Omega 
a general feasibility study of such a xefinery in 
Puerto Rico. This UOP study entitled "Processing and 
Economic: Data for a Proposed Puerto Rico Refinery*® dated 
October 1961 was forwarded to Omega on October 13, 1961, 


— study and c letter have been marked youl 
Exh: 


(27) On Octcber 10, 1961 the Gibbs-?Pr group met 
with Ivan Irizarry, an official of EDA, and the meeting 


is described in a memorandum which has been marked aé- vd 
sont ae ig J- « 


identirfieeet+en. On October 26, 1961 Sam Van Hyning, an 


-lle 


economic. consultant employed by EDA, sent two memoranda 


to Durand which have been marked Sldi z erode. Exhib ty 
cz aan J- 106 


ééeneifieateeon. On November 1, 1961 Irizarry pre- 
pared a memorandum of his meeting_with the Gibbs-PPI 
group which has been marked as ood best tabs TW 
for—identifieation and on November 2, 1961 he prepared a 
memorandum of his telephone conversation with Van Bynin 


which has been mazked dS pedeeths Ey hs by tJ i2, 


dane-le—Buhibit-432-AG—-i—for—identificatiom On sonal 


3, 1961 Coan met with Yan Hyning in Puerto Rico concern- 


ing a proposal by PPI and the meeting is described in a 


‘memorandum prepared by Van Hyning dated November 8, 1961 
as ds rat Exhibit J-13 
a—befen= 


which has been marked 
dane -s—Eunibie—432-Ab—for-—tdentificattom Van Hyning 


sent a letter to Coan dated November 8, 1961 which has 
Cyn Ee & L, Mh a 


been marked 
hibit—+32—-Al—Sox-identificavion and Coan sent a letter 
to Van — dated the same date, a copy of which has 
been marked © Jet date A? 
-hibdi-t—4+32-Ae—fow-identétieattom By lettar of Noverosr- 
24, 1961 and a memorandum of the same date, which have 
bean marked 83 pedesche pik tehidt ad becidbent ne Sie 
Ribees—432~aM end 432 fer tdentttiecetion, Coan trans~ 

ested to Diaz Hernandez a proposed letter which he 
sougi.t to have Durand, on behalf of EDA, write to PPI, 
care of Omega Management Inc., to record EDA's support of 
the PPI proposal. 

(28) Onder Presidential Proclamation 3279 of 

1959, the United States Oil Import Control Program hac 
been established and the Department of the Interior had 
issued O11 Import Regulations in implementation of the 


Program. ZDA had contact with the responsible officials 
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a. 
of the Interior Department from time to time to remind 
the Department of the importance of assuring adequate 
oil supplies for the operation of the two existing re- 
fineries in Puerto Rico. The officials of EDA recog- 
nized that there would have to be changes made in the 
Oil Import Control Program for a third refinery to be 
built in Puerto Rico. 

(29) Rafael Durand and Sam Van Hyning met at the 
San Juan airport with the Secretary of the Interior, 
Stewart L. Udall in December 1961 to discuss Pues%s 
Rico's paucity of indigenous industrial raw materials 
and the fact that a growing petrochemical industry 
could partially compensate for this scarcity and that 
such an industry should not conflict with the basic 
objectives of the Oil Import Control Program. 

(30) During December 1961, Gibbs in the company 
of Coan retained Oscar L. Chapman, of Washington, 0D.C., 
and his law firm as counsel to PPI to assist in obtain- 
ing the necessary oil import authorization for use in 
connection with the proposal for a refinery in Puerto 
Rico which the Gibbs-PPI group was then seeking to 
Gevelop. The letter setting forth the terms of retainer 
dated December 11, 196i has been a lal lca 

Terat Exhib: Z, 
Chapman in turn requested Bruce K. Brown, a petroleum 
and petrochemical consultant, to advise him with respect 
to the proposal of the Gibbs-?°PI group. 

(31) EDA under date cf December 12, 1961 sent a 


letter to PPI, care of Omega Management, Inc., stating 


its support for the PPI proposal, which letter has been 


marked ec, 
“Sta toreedenetdteattem. 

(32) In Pebruary 1962, the efforts of the Gibbs- 
PPI group to develop a proposal for a refinery in Puerto 
Rico were discontinued and the retainer of Chapman and 


his law firm as counsel to PPI was terminated 


The Activities of Brown in Conjunction with Chapman 
and Coan Pertaining to a Refinery in Puerto Rico 
(33) Commencing in December 1961, at the request 


of Chapman, Brown undertook to analyze the PPI project. 


Brown submitted a letter and memorandum dated Decem- 


ber 22, 1961 to Chapman which have been marked -ee- 
xhibits—289—and- 


pretciei-proceedings—es—defendant(s-s 
AS JS @ent Ex hibits drat and do 2s, 


(34) In Pebruary 1962, after the efforts of the 
Gibbs-PPI group were discontinued, Chapman, Coan 
and Brown, and for a short period Gibbs individually, 
continued working together toward the development 
of a refinery in Puerto Rico. Coan asked [OP to perform , 
a site survey for the location of a refinery in Puerto 
Rico and to evaluate che timing for engineering «gree~ 
ments, contractors' bidding, and construction necessary 
for completion of such a refinery. Pursuant ts these re- 
quests, UOP provided in Pebruary 1962 a proposed schedule 
for the completion of the refinery, which has been marked | 
s «leach Exhu ir Je ted 


—- 


for—identifieatiomr and in March 1962 provided a 
site survey for the wie Ts ee of a refi P 
chick man ee at 28 gut. Gybibse A353. 


pefendent+s-sxithtte—+i6—end—4i 6a—for—identssieatsom 


In April 1962, pursuant to Coan's requests, UOP A 456 
prepared and transmitted to Omega Management a 

revised and expanded general feasibility study for 

a refinery for Puerto Rico, based on a charge stock 

of 60,000 b/d of crude oil, which study has been 

4S Teint Exhibits Jo24 and J-25 


marked 
‘Exhibite—+26—and—i23_fe=—identification. 
(35) On March 7, 1962 Coan and Gibbs visited the 

New York offices of Phillips Petroleum Company. Following 
this meeting, A.D. Fischbeck, a manager for the develop- , 
ment of petrochemical projects in Phillips’ New York 
office, prepared a memorandum which has keen marked *# 
iSwetlt Sleebabithil saith sete netibtt-t-toridenti- 
fteetter and. sent & letter to Coan dated March 9, 1962 
which has been marked «5 dette Ei Lee ete , 

_ wbittits—Bubibit—iie—fer—identifieation. A subsequent meet- 
ing attended by Fischbeck, Brown and Coan, Richard 
Fleming of the Research and Engineering Department of Sun 
Oil Company and Aimison Jonmard, Vice President of Planning 
for Celanese Chemical Company, was held on or about 
March 16, 1962, a memorandum of which has been marked et 
+denttéteation, Thereafter Coan sent a letter dated 
March 22, 1962 to Fischbeck, which letter has been marked 
aS 


tdentifteattenm. Fischbeck sent a letter to Coan dated 


—“— 4, 4962 whica ig has been marked -at—pretrial 


(36) On May 16, 1962 Brown met with the followiag 


members of the Phillips’ management in Bartlesville, 


id a 
\ 


Oklahoma: W.C. Newitt, Chairman of the Sourskily 46 
Committee; C.M. Kittrell, Vice Chairman; J.L. Ryser, 
Manager ef Supply and Transportation; A.J. Head, 
Manager of Phillips Chemical Company; and P.M. Amolé, 
Manager of heceneoh and Development. With a letter 
dated May 16, 1962 addressed to the attention of 


W.C. Hewitt, which letter has been marked at—preteial 
as Jeint Exh: 1727 I 


Brown presented to Phillips a memorandum, which has been 


marked «teu giet Exh Skee Sancta Rahsbit, 


Oty Sem-identifiestien . 
(37) On May 9, 1962 Chapman and Brown met with 
Cordell Moore, Oil Import Administrator in the U.S. 
| 


Interior Department. A memorandum of the conference _ 
| 


was pr pared | by Brown which has been marked ae—pret#iai 
ES oint Exh biT J- 
eS cclalnhe a tehendbent antibie 202-for identi sieation. 
(38) Durand with a covering letter dated May 18, 
1962, provided a letter, also dated May 18, 196°, : 
addressed to Chapman as General Counsel of Puerto Rico 
a Company, Inc., which letters have been marked~e+ 
Joint Exhibits J-34 and Jo 39. ! 
16-4322 Sor tdtentiftieatton. 
(39) On May 31, 1962, a memorandum was sent by H.C. 


Hewitt of Phillips to William W. Keeler, which has been 
&S Jomt -3b, 2 { 


marked 
for—tdentisieationy On June 5, 1962 Hewitt sent a Jette: 
to Brown pertaining to Brown's presentation to Phillips 
ou May 16, yet which letter has Seen marked -eb-pronntar | 
Fiat Eth Sf -3 


47 
The Efforts of Chapman and Coan to Develop Sponsorshi 
for a iafinery in Duerto Rico during the Summer and 
Fall of 1962 
(40) Brown in June 1962 withdrew from further 
participation with Chapman and Coan in the attempt 
to develop a refinery in Puerto Rico. Chapman and 
Coan in July and August of 1962, explored the possibility 
of obtaining support for such a venture from a syndicate 


of investors in Puerto Rico headed by James J. Wilson, | 


who was affiliated with the Insular Investments Corpora- 


tion. Although the Wilson group eupressed interest in 
the proposed project, Wiison did not agree with nhaeden 
terms for compensation for his services. Before the end 
of August 1962, Wilson expressed to Coan his lack of 
interest in proceeding further. ! 
(41) Cn October 25, 1962, Coan sent a memorandum to 
| EDA which has been marked oti dcint Eth bil Ja3 6, 
-pefendane_s—Butibie—433-CGR-1—foridentitication. 


Some Develcoments During 1963 
(42) Under date of March 20, 1963, EDA Administra- 


tor Rafael Durand sent a letter to Secretary Udall, 


with copy to Cordell Moore, Oil Import Administrator, 


— — 
which letter has been marked & leit Sia ; 
aa ees i ee : 
(43) In early August 1963 Chapman spoke with the : 
President of Phillips, Stanley Learned. Chapman ¢x~ 
pressed contidence that the necessary oil import quota 
could be obtained by Phillips for a project in Puests 
Rico, and Learned expressed interest in exploring this 


possibility. On August 7, 1963, Chapman and Michael Ww. 


ro ae 
Shea, one of his law associates, met in Washington with 
representatives of Phillips. A memorandum of this meeting 
| 
prepared by Michael Shea and oe 8, 1963 has 
as Ole E ' a ‘ 
been marked J. of yebe : 2 so 2 
eee. 1-85 fi we pi-£3 e3 m : 

: 

(44) In October 1963 Coan arranged a meeting for 
representatives of Phillips with representatives of the 
New York office of EDA, including Diaz-Hernandez. 

(45) A memorandum dated November 7, 1963, was 
delivered by Coan to Waldby which has been marked -ats 
pretzial-preceedings- with a covering letter es—Plein— 
as Jont Exhibst 4/ 

- By letter agree- 
: I 
ment dated November 22, 1963 Phillips retained Coan and 
ee 
Omega as from November 1, 1963, which letter agreement 
as Soin? Ex hibs t TJ-4#2, 


has been marked 


Sxhibie—6-—-£ pene ee ee 


I. Phillips' Submission to EDA of a Proposal for a 
Project in Puerto Rico 


(46) Stanley Learned addressed a letter dated . 3 
December 16, 1963 to Rafael Durand. The letter, which 
has been marked rages Exh bil 7-9. #¢ 

~thibi+—-271—fex—-identidieationy, was taken to Puerto Rico 
and delivered to Rafael Durand by Diaz-Hernandez prior to 
December 20, 1963. : | 

(47) In January 1964 executives of Phillips met in 
Puerto Rico with officers.of EDA and other agencies of 
the Commonwealth Government to explain Phillips' proposal 
for establishing a project in Puerto Rico. On January 
3, 1964 Stanley Learned, Paul J. Parker, 4.C. Hewitt and 


Roy Waldby of Phillips and Martin Priedman of the law 


= . ~ a 


ag 
firm of Chapman & Friedman, counsel to Phillips, met in 
San Juan with EDA Administrator Rafael Durand, Sanchez 


- Rivera, President of the Puerto Rico Industrial Develop- 


ment Company (PRIDCO) and Sam Van Hyning, a consultant to. 


‘ EDA. Also on January 3, 1964, the Phillips representa~- 

tives met with Diaz-Hernandez, Van Hyning, and certain 

officers of PRIDCO, including Sanchez Rivera, President, 

Varilo Oyding, Vice President for Finance and Rafael 
Ignacio, Vice President, and Jose Munez, Assistant Vice 
President for Development. On January 4, 1964, the 
Phillips group, accompanied by Owen Martinez of the 

- PRIDCO staff, toured the Island by plane and car to view 
‘possible sites on the south and west coasts of Puerto 

» Rico for the proposed complex. 

3 (48) At the meeting on January 3, 1964 with 

: representatives of the Commonwealth Government, 

Learned stated that the purpose of the visit was 

to explain the nature of Phillips’ proposal and the 

- organization and capabilities of Phillips to carry 

eee such a proposal. Following Learned's statement, 
W.C. Hewitt described the various business activities 
of Phillips. At the same time, with a letter to 
Durand dated January 2, 1964, a brochure was sub- 

“mitted by the Phillips representatives to PDA entitled 
“pstablishment of a Core Chemical Industry in Puerto 


Rico". The letter of transmittal has been marked ‘st 
Oo thibeT! - and 
ant Ethih. t -S. 


the brochure as 
80.087 
(49) Following the presentation to officials of 


pati ‘ 


‘ , ; 


¥ SO 


EDA and PRIDCO in Puerto Rico by Phillips personnel 


in January 1964, the officials of EDA made various 


suggestions for the manner in which the proposal 


might be presented to the U.S. Interior Department. 


J. Submissions to the a oeneee Department by EDA and | 
: ips: Janu une | 


(50) Rafael Durand, under date of January 14, 


1964 sent a telegram to Secretary of the Interior 


Udall which telegram has been marked pete EP ! 
Fo dlihi dee Le Stbendentte-Bxhibit-34i—for—identist- : : 
ation : 

(51) On January 15, 1964, Chapman and his law 
firm filed a Petition for Allocation of Unfinished 
Oii-Puerto Rico on behalf of Phillips with the Oil 


Inport Aopeals Board which petition has been macht 
as Joint Exhib/¢ F-47 : 
Soeteueiel-pebclalinds or bitin emibteaeat 


| 

@ : ’ | 

(52) On January 28, 1964, Rafael Durand sent a 
letter to sec=st Udall which letter has been 


as =e Ethibsf Fe 4i. 
marked 


@ 
e 


($3) Chapman and his law firm submitted to the Oil 
Import Appeals Beard in May 1964 a brief entitled “Srie! 
in Support of Petition For Allocation of Unfinished _ 


Oils-Puerto Rico" which has been marked $s tel 
Exhib. A J-+ 
CRD 


| 
(34) On May 1, 1964 Chapmen and his law firm | 
submitted to the Oil Import Administrator, Cordell 
Moore, a letter with accompanying memorandum entitled 


7) 
ji 
f 
Pe i 
Re A A PLL eee ee te IOP a AR seiiimdciemiias saa 
sina ti paca Dis AOS A IIB ees iets amine it eines nainemetehinmt: sateen 


| St 
"Memorandum in Support of Request for Recommendation — 
for Increase in Maximum Level of Imports of Un- 
' finished Oils-Puerto Rico". A copy of the brochure 
Joint Exhibit J-s0 
marked as : 
, and of the "Brief in Support of Petitien for Allocation 
of any ag sala Rico” marked as Plaintiféits 
tint’ Eyhi /- 
biel SIND TAT os canta ates were submitted 
with the letter. The letter dated May 1, 1964 and 
the accompanying memorandum have been marked at 
Joint E thi bil S-S1 
pretrial proceedings as exhibites—identizied—by 
Chapman in response to Defendant's question No. 46. 
Under date of June 19, 1964, EDA Administrator 
Rafael Durand sent a letter to Assistant Secretary 


John M. Kelly of the Department ef the Interior, 


@sS ~Join 
which letter has been marked 
é¢~Hetesdané+s—Euhthc ip een oeetorr 


Eyhib iT JT -SA: 


K. The Hearing in July 1964 Before the Oil Imoort A s 
Board on ehe Phillips’ Application and the Supplemen- 
tary s Ssions 


(55) ‘The Phillips’ application for an import 


License created serious controversy in the oil industry, 
with competing oil companies cppesing the grantizg 

to Philliss of the import authorization essential for 
the Puerto Rican project to go forward. On July 31, 
1964, a public hearing on the application of Phillips 
for an oil import authorization for Puerto Rico was 
held before the Oil Import Administration of the 
Department of the Interior, at which EDA supported 

the Phillips’ application and various representatives 
of cther oil companies and oil industry groups 


appeared in. opposition. 


(56) At the hearing on Suter 31, 1964, testifying 
in support of the Phillips’ éovtinntion, were EDA 


‘Administrator Rafael and, accompanied by Amadeo 
Joint Evie JI- S34 A} 


zI.D. Prancis an@ Sam Van Hyning?(Transcript, pp. 5-27); 


Stanley Learned, President and Chief Executive 
l foint Exhibit J-$3B) 
Officer of REEL TOE Seg pp. 27-35, 76-89); 


Roy M. Waldby, Manager, Petroleum Projects Develop- 
ce oint Ethibit 7-53C) : 
ment, of Phillipsa(Transcript, pp. “35-43, 86-87, 89); . 
Carl M. Kron, Manager, Marketing Research for 
elastomers, fertilizers and chemicals for Phillips 


(Joint Etch bit J-S. 
A(Transcript, pp. 44- he 87-88); and W.W. Keeler, 


Pa = yf the Executive ttee of Phillips 
eint Exh, bit Jo S3E 
A(Transcript, pp. 55-76). illips presented five 


exhibits in support of its presentation which have 
as ties te bit F-S$4. 


been oncitinil 


inclusive, for identification. 

_ ($7) At the hearing on July 31, 1964, ceatiteies 
in general in opposition to the Phillips’ application 
for an cil import license were the following represen-. 
tatives of other oil companies and the oil industry: 
M.A. Wright, Director and Executive Vice President, of 

CToint Ethibit J-S5) 
Standard Oil Company (New Jersey)A (Transcript, pp. 
90-93); Fred A. Billups, President of Tropical Gas 
Company, Inc. (Transcript, pp. 94-108); R.D. Bent, Vice 
President and Director of Atlantic Refining Company 

(Transcript, pp. 109-118); Leon Hess, of Hess Oil & 
Chemical Corporation (Transcript, pp. 119-128); Sam EB. 
Casey, President, Commonwealth Oil Refining Company, 
Inc. (Transcript, pp. 129-159); Wilson Colberg, Esq. 


So 


on behalf of Compania Petrolera de Puerto Rico, Inc. 


(Transcript, pp. 160-167); C.G. Drescher, President of 7 
st. Clair Refining Company (Transcript, pp. 168-172) ; 
James F. Clifton, Executive Vice President of Texaco 
Inc. (transcript, pp. 172-177); Jerry McAfee, senior 
vice President of Gulf Oil Corporation (Transcript, PP. 
178-184); Russell B. Johnson, Esq. and Stanley Farrelly 
on behalf of Globe Oil Company Virgin Islands, Inc. , 
(Transcript, pp. 185-195); George Meyers, Executive 
Vice President of Standard Oil Company of Indiana 
(Transcript, pp. 195-200) ; Barney Templeton, Manager, 
Purchases, Sales and Imports of SOCONY Mobile Oil Com- : 
pany, Inc. (Transcript, pp. 201-203); L. Dan Jones, : 
General Counsel of the Independent Petroleum Associa- 
tion of America (Transcript, pp. 204-218); and J.G. 
Jiminez, Vice President of Tidewater Oil Company 
(Transcript, pp. 219-221). 
(58) In August 1964, following the public 

hearing conducted by the Oil Import Administration 

of the Department of the Interior, EDA and Philliss 
submitted supplementazl statements in support of 
Phillips' application for an cil import allocation 
dated respectively August 24, ee a ry are 
1964, which have been marked 

J-56 and J-5S7. 
~eettefrr— 


L. The Initial Determination of the Secretary of the 
aterior in t: T} yot..ation 0 
ehe Ac: meant oet 2 eer : PTs 
(S9) On Pebruary ll, 1965, Secretary of the 


Tnearier Udall issued a statement which has ween 


as Joint Exh bit J-S4 
at seteial 


marked 
364—fer—tdentificatter. 

(60) foliewing the Secretary of the Interior's 
announcement in February 1965, representatives of 
the Puerto Rican Government and Phillips in February 
1965 entered into negotiations as to the definitive 
terms and conditions upon which Phillips would 
establish a project in Puerto Rico. | 

(61) Following the Secretary of the Incerior's 
announcement in February 1965, there were renewed 
protests from representatives of other oil companies 
and oil industry groups. Under date of March 8, 
1965 EDA Administrator Rafael Durand submitted a 
letter and memorandum to Secretary Udall summarizing 
the history of EDA's efforts to promote a third re- 
finery in Puerto Rico, which letter and memorandum 


ont * : yy ee ry 
have been marked = a Led Eyh bits J/-GO «a» 


a * Gd 
Gari .—padyipt-e—366--and—367—for-identificazion, Also 
under date of March 8, 1965, Learned sent a letter 
to Assistant Secretary John M. Kelly of the Interior 


as wJasat 
Department which letter has been marked et-pretrsei-— 


Evbiibit J-62. 

cation. | 
(62) During March, 1965 additional public 

hearings were held in the Interior Department with 
respect to the Mandatory Oil Import Program. At 
these hearings, opponents of the Phillips’ proposal 
‘ pecommended revisions in the import program as set 
forth in Appendix 8 to the statement of H.A. True, 


Jr., President of the Independent Petroleum Association 


of Americs, given on March 10, F ah ey which statement 
4s fem? Esko bi? J 765 
at—pretzial—preceedin+ 


has been marked 


erate Exh, b.4 
to that statement as Tenses, < 


tdentifieations- In addition, Sam H. Casey, President | 
of Commonwealth Oil Refining waar Inc. presented , 
Joint 
a statement which has been marked fae 2 
Exhrbst JOS” 


? 


eatien. EDA Administrator Rafael Durand s=5mitted 


LU atten 
oI = 
e 


a Supplemental Statement on March 22, 1965 which 
has been marked Prvrepes Fok es at AST TAS Ges f 

dant le—heribit_i63_son-identifieation and Learned 
submitted a statement in a letter to Secre* _ jen 
dated ray ph 22, 1965_ which has been marked -et—pre~ 
Teint Exh, ht ee Se a, 


pderei-fs 

(63) On May 14, 1965, the Department of the 
Interior released the text of a letter from Secretary 
Udall, dated May 11, 1965, to Governor Robert : 
Sanchez Vilella of Puerto Rico and Stanley Learned, 


President of ee which release and lectes have 


in Fl b; nd 
been marked - : <i BE J: ae 7 


T- 64. 
Sxnibits—372-end—37iser-identification . 


(64) Following the Secretary of the Interior's 
announcement of May 14, 1965, Phillips and the Ccommon- 
wealth Government completed and entered into an 
agreement on May 27, 1965 which has been marked-et 
as Jomt Enchi bit mt eS : 
tdentétfttcattiorn,r 

(65) In connection with the agreement between 


‘ie og 


EDA and Phillips concerning the establishment of a 
core petrochemical facility in Puerto Rico, as a re- 
sult of further discussions between EDA and Phillips, 
Durand sent a letter dated May 27, 1965 to Learned, 
which has been WE ge Le 
+i-ffle—tebtsie—ifi—fer—identification. In addition, 
Learned sent a letter dated June ll, 1965 to Secretary 
of the Interior Udall, which has been marked elie 
Ornt. Evhible F-72: 
in response to the Secretary's request to clarify the 
meaning of Phillips' commitment to limit motor fuel 
production of the sxetect *to i ieee of 49.6% of 


the net ‘charge stock used". 


M. The Continuing Seposition and the Amendment in 
December 19 ° e 0 ort Proc amation 
(66) Opposition from representatives of other 
oil companies and oil industry groups continued after 
the May 14, 1965 announcement of the Secretary of 
the Interior. On June 18, 1965, the Secretary made 


. ! as Joint 
an announcement which has been marked 


Etchi bit J-7 
#iem. Following this announcement, the Governor of 
Puerto Rico, Roberto Sanchez Vilella, spoke to Secre- 
tary Udall by telephone and sent a letter to the Secre- 
tary dated June 29, 1965, which has been marked -at 
aS§S weit EE ¥ ae - 74 
tdestifieeeiot, 

(67) On July 2, 1965 the Office of the Secretary 
of tie Interior announced the establishment of an 
inter-agency committee to review proposed modi £ < 


D 


57 
cations of the Mandatory Oil Import Program estab- 
lished by Presidential Proclamation 3279, which 


s 
announcement has heen nishek aa oink, Exh, bila 


I-15. : sae 
tebe tes gaa 5 Ee eee ER a ee ee 


(68) - While the Phillips' application for an 
oil import allocation and other amendments of the 
Mandatory Oil Import Program were being considered 
by the special cabinet committee, EDA Administrator 
Rafaeli Durand, on August 8, 1965, issued a state- 


a $ cin t 


ment which has been marked AES 
Exhih L.7 Pat rc ‘ 
entifiecation. 


(69) Learned sent a letter dated November 12, 


1965 to Cordell Moore, Administrator of the oil 


Import Administration, which letter has been marked 


2s wltint Exhshs LY ES Re 


for—iéentiticationr 

(70) On November 10, 1965 EDA Administrator 
Durand met in Washington with Lee White, special 
counsel to the President. Governor Sanchez af 
Puerto Rico sent a letter dated November 13, 1965, 
to President Johnson which has been marked -at-pre— 

as Joint Exh pT Pe ‘ 

identiéieatienr Durand sent a letter dated Novem- 
ber 14, 1965 to Lee White which ae has been 


as Join oe : ae & 
marked fu. pleted proseudinge—te-betentant's 


Pgkrtbi~—3eo—on—identifieatien. On December 4, 


1965 Durand again wrote to White. This letter 


sas ela aoa seat Evh.i;t J 50 


_dant's—Bubibit—30i—for—identisication. 
By Proclamation dated December 10, 1365 


A ) 
President Johnson amended the Mandatory Oil jr 
Program (as established by Presidential Procla- 
mation 3279), providing, inter alia, that the 
Secretary of the Interior may grant, in instances 
in which the Secretary determines that such action 
would not impair the accomplishment of the abjec- 
tives of the Proclamation, "allocation of imports 
of crude oil and unfinished cils into Puerte Rico 
to persons as feedstocks for facilities ... which 
in the judgment of the Secretary will promote 
substantial expansion of employment in Puerto Rico 
through industrial development." ‘The Proclamation 
modifying Proclamation 3279 has been snislea deen 

Rms Exhibit J8! ;, 

identedtceeien, be a he pt 3 Se which 
has been marked ex ee aa le 
dante —Sxbtete—3tt-hre identification, the Depart- 
ment of the Interior noted that the December 10, 
1963 Proclamation of the President was based on 
the "unanimous recommendation of the Department of 
the Interior and all other interested Federal 
Deparcments and Agencies.” 

(72) On December 21, 1965, the Secretary of 
the Interior issued amendments to Oil Import Regula~ 
tion 1, effective January 1, 1966, (Code of Federal 
Regulations, Title 32A i National Defense. appendix, 
Chapter X - Oil Import Administration), which have 
been marked £3 petaelad giv ahaditre-ex-setentant's 
Bxbibit—305—for— astéfteatton. Qn December 23, 
1968, Secretary of the Interior Udall issued an 


TT 


| 
| 
| 
| 


order which has been marked at—pretria:- proceedings— 
25 Se! Indant'e Eubibit 201 foridenti fication. On 

April 18, 1973, Presidential Proclamation 4210 was 3 
Seeued, effective May 1, 1973, modifying diel wmmiedion. 


x  &9 
as Join k Exsthib, Ce 


3279. 


| 
N. Everts in 1966 and 1967 | | 
(73) In January, 1966, Phillips sunk Rico 3 
Core, Inc. ("CORE"), was incorporated under the laws 

of Delaware. “In March, 1966 the capital stock of CORE 

was distributeé 75 percent to Phillips, 25 percent to 

PRIDCO. (In 1970, Phillips purchased from PRIDCO the 

25 percent of the capital stock of CORE then owned by 
PRIDCO.) On March 14, 1966 a contract was entered into 


between Phillips, PRIDCO and EDA which has been marked 


as J vind Eahih, Lage & ae 


identitications— 

(74) Jack P. Coan died on March 27, 1966. 

(75) On September 27,,1967 the compiaint in the 
present action by Prudential New York against Phillips 


. was filed in the United States District Court for 


| the Southern District of New York. 


Stipulated Facts with Reference to Petroleum, 


its Basic and Intermediate Processing, 
and the Associated Industrial Activities 


UNITED STATES DISTRICT COURT 


SOUTHERN DISTRICT OF NEW YORK 


PRUDENTIAL OZTL COMPANY, 
Plaintiff, 


-against- : 67 Civ. 3748 
PHILLIPS PETROLEUM COMPANY, 


Defendant. 


STIPULATED FACTS WITH REFERENCE TO 
PETROLEUM, ITS BASIC AND INTERMEDIATE 
PROCESSING, ITS PRODUCTS AND THE 
ASSOCIATED INDUSTRIAL ACTIVITIES 


Petroleum (para. 18) 


Paraffins .. 
Ole@fins «6... 
Naphthenes. 
Aromatics . . 


Basic Processing of Crude (para. 


Distillation « . + 
CYACRIGG (6 ee we 
Thermal Reforming . 
Catalytic Reforming 
Solvent Extraction 


e ° ° e 


Intermediate Products derived from petro- 
leum, the processes by which they are 

derived, and the commercial uses to which 
the chemical products are put (para. 20) . 


(a) The derivation of chemicals 
from petroleum hydrocarbons ... 


(b) The vrincipal processes by which 
intermediate products are derived 
and the resulting production of 
COMME CALE 6 6s ee we ew ew 


The End Products of Petroleum 
Production (para. 21) . 


(a) Fuel and lubricants. . 


Fabricated plastics . 

Rubber products ... 

PRBCICE ss 4 oe 8 
(e) Industrial chemicals 
(f) Agricultural chemicals .... 
(g) Drugs, cosmetics and detergents 
(h) Paints, dyes and finishes. . 


Summary of the Petroleum and 
Petrochemical Business (para. 22)... 


(a) Exploration for and production of 
GSUG6 G12 4 6 4 56 He He HE ee 


(b) Separation of crude oil from 
gas and other substances .. 


(c) Transportation of crude oil 
to. the verfirery . « «5. » « » 


(d) Refining and further 
HPYOCRSSING 4 6 ww ee eH 


Marketing and distribution 
GF OFGGUCtS i a sw ts ee es 


CT eT ACA TT TET LE NE eT TENE AU Le NET NTI 


PANES AACERIN OU OC ORL ER AAA EOE OR PAE Me NB PEN MEN 5 8 mi i eer A PERC CIPS We SURES PPP SPATE SA SPATE Sal Deacihetiaseganieabianspiats 
vm ne LOMO SAO TOA SENIOR A RE AEE a 


A 
D. Petroleum, Its basic and Intermediate Processin Its 
Products, ana the Associated Industrial Activities 

(18) Petroleum -- 

(a) Petroleum ("crude" or “crude oil") as it comes 
from the ground is a mixture of thousands of different 
compounds that range from extremely light gases to semi- 
solid materials at ordinary room temperatures, such as 
asphalt cr paraffin wax. The gases are dissolved to 
some extent in the other components of crude oil because 


of the extreme pressure to which petroleum is subjected 


in the ground... Likewise, paraffin wax is dissolved in 


the so-called paraffinic crudes but can be removed by 
combinations of refrigeration and filtration or by the 
acplicaticn of selective solvents to ii eal aerial fractions 
of erude oil. as a liquid, FetrSt.eun may se as slack and 
thick as melcad tar, or as sclcsless and chin as wates. 
Its characteristics depend entirely usen she particular 
oil field from which it comes. 

‘3) Chemicaliv, e=ude oi1 is largely composed of 
hydrocarbons. These are compounds of hydrogen and carbcn 
but they have substantially different characteristic 
from those of hydrogen (a light, scclorless, odorless gas) 
and carbon (a black soiid) wkich combine in various szc- 
porciocns to form the hydrocarbons. I= addition, cruce 
oil often contains sulfur, either uncombined or present 


as a part of certain hydrogen-carbon-sulfur compounds, as 
well as metals and nitrogen. 
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(c) The four major groups of petroleum nydro- 
carbons are paraffins, naphthenes, aromatics and 
Olefins. Olefins do not normally occur in crude oil 
in significant concentrations, but result fren certain 
refinery processes. 

(i) Paraffins -- The paraffins, often 
callec alkanes, occur as chain structure hydro- 
carbons (which refers to their molecular 
Structure, the arrangement of the atoms in the 
hydrocarbon molecule). Paraffin hydrocarbons in- 
clude the fcllowing: methane, ethane, propane, 
butane and pentane. Methane, ethane and propane, 


which are gases at room temperature, are used for 


industrial and domestic fuel and as feedstocks 


for further processing into petrochemical compounds, 
including acetylene, ethylene and propylene. 
Butane, also a gas at room temperature, is used 
as gas <or neating and cscking arc in alanced 
gasoline. Pentane, which at rccom temseracture 
may be either a gas cr licuiad. is used in 
gasoline. In regard to the form of hydrocarbons, 
the Scttoniee mule usually orevails: the lower 
the molecular weight of the hydrocarbon, the 
lower its bciling poinr. In tucn, che boiling 
point of a hydrocarbon determines its condition 
as a gas, liguid or solid, 2+ srdinary <o 


temperatures anc pressures. ?aratfinic nydro- 
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carbons are called "normal" when their carbon 


atoms are arranged in a straight-chain con- 


figuration. In the case of butane and pentane, 


it is possible to have two or more distinct 
compsunds having the same number of hydrogen 
and carbon atoms. These variations, known 
as isomers, are characterized by a different 
arrangement of the atoms within the molecule. 

(ii) OQlefins -- Olefins resemble the paraffins 
except that the olefin molecules have two or more 
less hydrogen atoms and contain one or more 
chemical “double bonds" between two of the carbon 
atoms and thus are refirred to as unsaturated 
hydrocarbons. For example, the olefin butylene 
is similar to butane, a paraffin, except that 
two of the hydrogen atoms of the butane molecule 
have been replaced by a double bond between two 
carbon atoms. As is the case with paraffins, by 

' Fe-arrangement cf the atoms within the molecule 
there can be iscmers of the clefins. An isomer 
of Sutylene would 5e iscbutvlene. If nas =he 
Same number of carbon and hyd=scscen atoms in its 
mclecule, but Sney are not arranged ian a straigh= 
"chain". The chain is "branched" by having one 
carson atom attached to the middle of three 
carbon atoms in the straight chain. There are 
also sclefin-type compounds containing mcre than 
one double bond. These are called di-clefias, 
as in the case of butadiene, which sas <wo double 


bonds. Each double bond replaces two hydrogen 
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atoms. Butadiene is an ingredient for the manu- 
facture of synthetic rubber and plastics. 


(iii) Naphthenes -- Naphthenes, which are also 


referred to as cycloparaffins, have their carbon 


atoms arranged in a ring. By removing two hydrogen 
atoms from each of the end carbon atoms of a 
paraffin chain and joining the two ends together, 
thereby closing the ring, a naphthene hydrocarbon 
is formed. Cyclohexane is an important naphthene 
which serves, among other uses, as a major raw 
material for the production of nylon. Cyclonhexane 
is usually produced commercially by the hydrogena- 
tion of benzene, as later described. Conversely, 
aromatics can be produced by dehydrogena n of 
benezene and of naphthenes as described in the 
following paragraphs. 

(iv) Aromatics -- The term aromatics was ori- 
ginally applied to benzene anc its derivatives be- 
cause of their characteristic odor. Aromatics are 
a further family of hydrocarbons with a ring-type 

rrangement of atoms within she aolecula. Moreover, 
napathenes may Se converted into aromatics Sy =e- 
moval of hydrogen. The basic structure of aromatics 
is typified by benzene, but the aromatics include 
many hundreds of related compounds, for example, 
toluene (methyl benzene) and xylene (dimethyl 
benzene). Aromatics are sroduced in very substan- 
tial quantities for use in aviation and automotive 
fuels and as sasic ingredients for variscus chemicai 


produces. Ethyl-benzene, saeta-xylene, critic 
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xylene and para-xylene are all examples of aromatics 
which are important petrochemical Suiltinag blocks. 
Para-xylene is, for example, a princsipel raw 
material in polyester synthetic fibers, ethyl- 
benzene is coverted by simple dehydrogenation to 
styrene, an important component of several plastics 
and synthetic rubber, auc ertho-xvlene is a princi- 
pal feedstock for manufacture ef phthalic anhydride, 
a component of alkydresins and plasticizers for 
polyvinyl chloride. 

(A) All of the above-mentioned C, aromatics are 
normally produced commercially by physical separation of the 
various isomers from the mixed eight carbon atom (C,) aromatic. 
stream obtained by catalytic reforming and selective solvent 
extraction of hydrocarbon fractions. The separation of the 
various C, aromatics is performed by physical means including 
distillation and crystallization. In addition, catalytic 
isomerization of C, aromatics may be used to increase yields 

of desired isomers at the expense of others. Isomerization is 
often used for increase the yield of paraxylene, a principal 
raw material for polyester sy=thetis cisers- 

(3) There is another special class ai aromatics 
hydrocarbons called pely-auclea> aromatics, ian which two or 
more benzene rings share at least two carbon atoms on one 
side of the ring in common. These include naphthalene 
ring structure) and anthracene and phenanthrene (three 
structure.) and their homologs. Tre most important of 
materials commercially is saphthalene, the substance of which 
the common mothball is comprised. Naphthalene was originally 


derived principally from coal tar and its main use was ‘or 
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oxidation to preduce ohthalic-anhydride. During the 1950's 
processes were developed for manufacturing naphthalene from 
petroleum to supplement the growing demand for naphthalene from 
coal tar. As increased use of PVC resins required growing 
volumes of phasticizers based on phthalic-anhydride, the de- 
mand for this material was increasing rapidly during the latter 
1950's and eariy 1960's. Fhthalic-anhydride can also be pro- 
duced by oxidation of ortho-xylene, and in fact, some phthalic- 
anhydride plants were built which had the capacity of pro- 
cessing alternatively naphthalene or ortho-xylene feedstocks, 
or mixtures of the two. 

(C) About concurrent with the development of commer~- 
cial processes for manufacture of naphthalene from petroleun, 
the oxidation of ortho-xylene to phthalic~anhydride was de- 
veloped to the extent that it become economically preferable 


to oxidation of naphthalene either from coal tar or a petro- 


leum source.  < onsequently, most phthalic-anhydride plants 
built after che early 1960's are Cas. gnec principally for 
ortho-xylene feeds, and commercial petrochemical operations 
have been oriented toward increasing supplies of petroleum 
based ortho-xylene rather chan petroleum derivec napnthalenre. 
Both feedstocks, however, are still used extensively in 
phthalic-aniydride manufacture. 
(19) Basic Processing of Crude Sil — 
(a) Distillation -- Petroleum refining begins 

with the distillation of crude oil into fractions or 

cuts of different boiling ranges. Crude oil is a 

mixture of thousands of hydrocarbons of different 

molecular sizes, structures and boiling points. 

Since a hydrocarbon'’s boiling point is substantially 


related to the size of its molecule, separation 

by boiling points (distillation) also results in 

separation by hydrocarbon molecule size. 

(i) In distillation, crude oil is heated to 

a high temperature (typically 700-800° F.) and 
pumped into a fractionating tower. The typical 
"bubble tower” consists of 20, 30 or more trays 
with bubble caps, rough which vapors can rise 
from below, and overflow pipes through which 
condensed liquid can return to the tray below. 


The hot crude oil enters the tower about six or 


seven trays from the bottom, and most of it 


immediately "flashes" into vapors once the 

pumping pressure has been relieved. These vapors 
pass upward through the bubble caps, rising higher 
and higher until a tray is reached where the tem- 
perature is low enough for hydrocarbons of that 
boiling point to condense into liquid. 

(ii) The following identifications are com~ 
monly used to identity the various divisions or 
cuts of crude oil obtained chrsugh distiiiation, 
listed from the lightest to the heaviest cuts: 

(A) Gas; 
Gasoline; 
Naphtha; 
Kerosene; 
Light gas-oil; 
Heavy gas-oil; 
Puel oil or Resicuum. 


fractionating tower regulates she 
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actual cuts into which the crude oil will be 
separated and its design and the characteristics 
of the particular crude oil charge stock will 
determine the percentage yields of the individual 
cuts. The light gas cils and heavier fractions 
collect on trays near the bottom of che frac- 
tionating tower. The kerosene fractions condense 
farther up in the tower, and gasoline vapors are 
taken off the top, along with light gases that 
neither condense nor dissolve in the gasoline 
fraction. The gasoline vapors are then condensed, 
and part of the liquid is returned as “reflux” to 
the top tray to improve separation of the somewhat 


heavier gasoline-range hydrocarbons that condense 


on trays near the top. The gasoline-range fraction 


@istilled from crude oil is called light virgin 

naphtha or more often, straightrun gasoline. 

(b) Cracking -- Early in the history of petroleum 
refining it was found that higher-boiling hydrocarbons 
(the heavier cuts of crude oil) could be broken down or 
“cracked” into lower-boiling, lighter ayi=scarsons sv 
subjecting them to high temperatures. A form cf crackiag 
was used as early as 1869 to convers heavier chan kerosene 
crude-oil fractions into kerosene. Use of cracking pro- 
cesses to produce gasoline began in 1913. All of the 
process variations applied commercially prior to 1936 
emploved a method called thermal cracking. The modern 
processes, which have now almost completely sepiaced the 
aarlier process, are catalytic sxacking and hydrocracking. 


(i) Thermal Cracking -- 3ecause of che high 
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temperatures required in thermal cracking (up to 
1,000° F. or more), high pressures are usually 
employed (350 to 1,000 pounds per square inch) 
in order to keep the feedstock liquid while it 
undergoes cracking reactions. Otherwise, individual 
hydrocarbons would be overdecomposed, forming 
light gases and laying down coke-like solid de- 
posits inside the cracking unit. 

(ii) Catalytic Cracking -- High temperatures 
and pressures are not required, however, when 
cracking is carried out in the presence of a 
catalyst (a substance that greatly speeds up 
chemical reactions without being itself altered 
or destroyed). The catalyst offers a large 


amount of surface on which the cracking re- 


actions occur. Carbon formed by these reactions is 


deposited on the surface of the catalyst and is 
later burned off by a stream of air in a catalyst- 
regeneration step. The main source of feed to 
eatalytic cracking units are the heavy distillates, 
commonly xnown as gas cils, which are produced 
from crude cil -=- these typically boil between 450° 
F. and an end point that exceeds 1,000° F. The 
product spectrum, which can be adjusted by a number 
of operating factors, runs the full range from 
hydrogen, a light gas, on one extreme to 4 heavy 
No. 6 fuel oil component at the other extreme. 
(iii) Hydrocracking -- Hydrocracking is a pro- 
cess in which cracking cccurs in che presence of 


both hydrogen anc a catalyst. The possibilicy and 


pocmraaies 
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desirability of this type of cracking had been known 
for a number of years. However, it did not become 
economically. feasible until the 1960's. Ina sense, 
hydrocracking and catalytic cracking are in competi- 
tion with one another, since a gas-oil charge can 
be processed in either unit. Despite this apparent 
conflict and the established use of catalytic crack- 
ing, there has been increased use of hydrocracking 
because of several advantages it offers. It in- 
creases the flexibility of refinery operation be- 
_ cause it can process a wide variety of feedstocks, 
including virgin gas oils, catalytic cracking cycle 
oils, coker gas oil, and very heavy oils. The yields 
from this unit may include high quality gasoline, 
jet fuel, and distillate-fuel components. Unlike 
the catalytic cracking products, these are all 
storage-stable components and highly hydrogen- 
saturated compounds. 
(iv) Dealkylation -- A special cracking process 

ordinarily applied to petrochemical precursors 

is called "dealxylation." In chis process, aicy. 
side chains are removed from benzene cr naphthalene 
ings to covert alkyl benzenes to benzene, or alxyl 
naphthalenes to naphthalene. While ethyl and 
higher carbon atom side chains can be removed in 
this manner without destroying the aromatic nucleus 
by rupturing the ring stsucture, commercial appli- 
cation of dealxylation processes is generally 


limited to removal of one, or at nost two, nethyl 


groups from the aromatic ring. The process operates 
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in an atmosphere of high hydrogen concentration. 
Hydrogen replaces the carbon-to-carbon bond by 
which the methyl group is attached to the aromatic 
nucleus, and also saturates the methyl group to 
form methane as a major product. Both catalytic 
and thermal processes are available. Among the 
commercial names used for such hydrodealkylation 
processes are "“Hydeal", “Detol” and "HDA". 

(c) Thermal Reforming -- In addition to “crack- 
ing", which breaks larger molecules into smaller ones 
and thereby converts heavier cuts of crude oil into 
lighter hydrocarbons, it was found that by passing 
naphtha fractions of petroleum feedstock through tubes 


in a furnace at high pressure (750-1000 pounds per 


square inch) and heating to 1000-1100° F., hydrocarbon 


molecules could be recombined or "reformed" into hydro- 
carbons with higher octane numbers. The octane number 

of a gasoline is a measure of its antiknock value. Ac- 
cordingly, reforming of feedstock destined for use as 

motor fuel became an important processing step to improve 
the quality of gasoline. With the development of catalytic 
reforming in the early 1940's, thermal reforming has >e- 
come of lesser importance and is now insignificant in 
commercial refining operations. 

(a) Catalytic Reforming -- Just as thermal crack- 
ing has largely been replaced by catalytic cracking, 
thermal reforming has been replaced Sy catalytic reform 
ing as a method for improving octane number. Moreover, 
by catalytic reforming it is possible to convert 


naphthenes to aromatics and hydrogen, and some paraffins 
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can be restructured to form aromatic rings. 


(e) Solvent Extraction -- By use of special solvents 


it is possible to separate portions of a hydrocarbon mix- 


ture according to its chemical structure or group, i.e., 
paraffin, olefin, naphthene, or aromatic. This is 
especially useful for compounds which have similar boil- 
ing points and which, therefore, are not read: ly separ- 
able by fractionation or distillation. When the solvent 
is mixed with the feedstock under proper conditions of 
temperature and pressure, a portion is dissolved in the 
solvent. After removal from the contacting vessel or 
area, the desired portion is recovered by evaporation of 
the solvent. This recovered porti.  .s known as extract. 
The extract recovered through the use of solvents is pre- 
dominately "aromatic" in composition. The portion of 
feedstock which remains undissolved is referred to as 
raffinate. There are a number of commercially available 
processes for separation of gasoline boiling range hydro- 
carbons by hydrocarbon type. The Sulfolane and Udex pro- 
cesses are more widely used than any other. 

(20) Intermediate sreducts derived fzsm setroleum, 
the orocesses by which they are derived. and the corm 
mercial uses to which the chemical aroducts are out. 

(a) The derivation of chemicals from petroleum 
hvérocarbons - 
(i) Since petroleum is essentially comp.iex 
combinations of carbon and hydrogen atoms and since 
carbon and hy¢rogen are important components of 


many industrial chemicals, attempts were made at an 


ee 
‘BEST cory AVMLAGLE early stage in petroleum production to use pet=oleum 
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hydrocarbons as feedstock toy che chemical industry 
in place of coal or fermentation praducts which had 
previously been the chie® raw materials. The first 
successful work on an industrial scale was carried 
out approximately fiity years ago in a plant which 
produced acetone, & golvane of importanca for ex- 
plosives, fzom refinery gases. | 

(id) The development since ekne time of the 
chemical industry based on petroleum intermediates 
‘is reflected in the fact that the total production 
of primary organic chemicals based on petroleum in 
1965 was 5.5 million tons in Europe and 18 million 
tons in the United States. In addition to the 
Uni “ed States and Europe, other areas such as 
Russia, Japan, india, Australia, South Africa and 
South America have growing petroleum chemical 
industries. 

(iii) Outside the United States, the principal 
feedstock for petroleum chemicals has been liquid 
vatbar than °**. There were two main reasons for 
this: on <b se hand, in Zurope and elsewhers “he 
gaseous feecstocks, which were readily availiabie in 
the continental United States were virtually absent 
until recentiy; and, on the ether hand, there was a 
surplus outside the Uniced States until the late 


1960's of the naphtha fraction, which in the United © 


St Oe rr States was needed as a gasoline feedstock because of 


sae 
aes 


the heavy demand for gasoline as a motor fuel. 


(b) The ariasipal srocegses ov which internediate 


products are, derived and she resulting produczion of 
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Chemicals -- The principal processes by which petzro- 
‘ieee hydrocarbons are converted into raw materials for 
the chemical industry (which are subsequently described 
in relation to the products produc sad) may conveniently 
be classified as follows: removal of hydrogen leading 
to unsaturated hydrocarbons; removal of hydrogen to cb- 
tain aromatics; oxidation; chlorination; sulphuration; 


isolation of carbon; and isolation of hydrogen. 


(i) Products derived by removing hydrogen -- 


(A) Removal of hydrogen to o tain olefins --~ 
This process is one of the most important routes by 


which oil feedstocks are converted into chemicals. 


This may be done catalytically, or in the absence of 


a catalyst under conditions in which rupture of the 


carbon chain also takes placa. tess 
ba 


[1] Under mild catalytic conditions 
the removal of hydrogen from a paraffinic | 
fraction occurs without any change in the 
carbon structure. An example is the pro- 
duction of butadiene from butene or butane 
by dehydrogenation ac about 350-480° C. ia she 

presence of a catalyst. 

{2] Much mora commonly hydrogen is 
removed in the absence of a catalyst under 
¢onditions in which rupture of the carbon 
chain also takes place. Thus paraffin wax 
may be cracked at about 500° C. to yield a 
mixture of olefins with a range of chain 
lengths. The products ere separated into 
fractions of differant chain lengths, the 


higher of which may be 
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used for detergent 


manufacture, for example, and the lower 


for production of plasticizer alcohols. 


[3] 


The most common operation for 


removing hydrogen is cracking to produce 


the lower olefins. 


More vigorous conditions 


are required than for cracking paraffin wax 


and thus temperatures are employed in the 


range of 650-850° C and higher. 


The lower 


olefins ethylene, propylene, butenes and 


butadiene are the main desired products 


and, to minimize their 
with one another, they 


introducing steam into 


further reaction 


are diluted by 


the feedstock 


stream and, as a further step, the products 


of cracking are rapidly cooled or quenched. 


[4] The relative 
lower olefins produced 
upon the nature of the 
upon the conditions of 
small-scale operations 


have been carried out, 


proportions of the 
depends principally — 
feedstock used and 
cracking. Although 
based on crude oi: 


and gas oil is cur- 


rently employed on scme commercial installa- 


_ tions, the mest generally used feedstock 


for steam cracking outside the United States 


is naphtha. 


Using this as the basis, all 


the lower olefins mentioned are produced 


in useful amounts, the 


ethylene yield in- 


creasing from 14 per cent so over 30 per 


cent as the cracking cemperature increases 
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from 650 to 850° C. The increased yield 

of ethylene is obtained at the expense 

of propylene and butene, though the yield 
of butadiene is not materially affected. 

{S] In the continental United States, 
lighter fractions, especially ethane or 
propane, which are extracted from natural 
gas, are used extensively as feedstocks for 
cracking. Compared with naphtha they give 
higher yields of ethylene on cracking -- for 
example, in cracking ethane the yield of 
ethylene reaches 75-85 per cent by repeated 


recycling. However, in such an operation 


the production of propylene, butene and 


butadiene is insignificant. 

(6] The lower olefins are gases and 
the first step to their utilization is to 
separate them from those components of the 
cracked products which are liquids under 
normal ambient conditions. The major portion 
of the licuid components has a sigh octane 
number and may be blended into csasoline atter 
treatment. This treatment consists in the 
removal of the bulk of the di-oclefins which 
polymerize on storage to give gums, a residue 
remaining upon evaporation. 

(7] The gaseous components of the 
cracked products are a complex mixture con- 
taining not only the desired cower olefins 
but also hydrogen, methane and other hydro- 
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carbon gases. They are separated by distilla-~ 
tion under conditions of refrigeration and 
pressure into C), Cor C3 and Cy, fractions. 
After isolation, the individual Cz, C, and 

Cy olefins are used as building blocks for 

the production of a wide range of industrial 
chemicals, plastics and synthetic fibers, 
including the following: 

{a] Ethylene and its derivatives -- 
Ethylene is utilized to produce the follow- 
ing compounds: Polyethylene, Ethylene 
oxide, Styrene, Ethyl alcohol, 
Acetaldehyde, and Ethylene dichloride. 
These primary products in turn undergo 


further processing whereby they are con- 


verted into the following ultimate con=- 


sumer products: 


[i] Polyethylene - Films, mouldings, 
pipes, cable cover- 
ing, netting, and 
others. 


(2i] Ethylene oxide - Intermediate for: 
ethylene glycsl usec 
as anti-freeze and 
raw material for 
polyester fibers 
known under various 
trademarks, includ- 
ing "Dacron”, 
"Quintanna” and 
"Kodell"; and for 
detergents, textile 
assistants, solvents, 
and others. 


{iii] Styrene - Mainly for polystyrene 
plastics; also for 
synthetic rubber. 
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{iv] Ethvl alcohol - Industrial solvent 
and chemical inter- 
mediate. 


{v] Acetaldehvde - Converted into acetic 
acid (for cellulose 
acetate fibers and 
plastics and for 
polyvinyl acetate 
adhesives and emul- 
sion paints), into 
plasticizer alcohols 
and into paint resin 
intermediates. 


{vi] Ethylene dichloride - Converted into 
vinyl chloride 


and thence into 
polyvinyl 
chloride (PVC) 
heat workable 
plzstics, in- 
Cluding phono- 
graph records, 
plastic toys, 
vinyl flooring, 
artificial 
leather and 
Many other 
products. 


{[b] Propylene and its derivatives -- 
The production of propylene is utilized to 
produce the following primary products: 
Isopropyl alcohol, Butanol and Ethyl 


hexanol, Heptenes and Propylene tetramer, 
Cumene, Propylene oxide, Polypropylene, 
Glycerol, Acrylonitrile. These primary 
products are further converted for the 
following applications: 


fi] Isoprovyl alcohol - Partly convert- 
ed to acetone 
which, lixe 
isopropyl 
alcohol itself, 
is used as a 
solvent and a 
chemical inter- 
mediate. 
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{ii] Butanol - Solvent and chemical 
intermediate. 


[iii] Ethyl hexanol - Plasticizers. 
[iv] Heptenes - Plasticizer alcohols. 


(v] Provylene tetramer - Reacted with 


benzene to 
give dodecyl 
benzene for 
detergents. 


{vi] Cumene - Raw material for simul- 
taneous production of 
acetone and phenol, an 
intermediate for plastics 
and nylon. 


{vii] Propylene oxide - Intermediate for 
manufacture of 
plastic foams. 


[viii] Polypropylene - Films, fibers and 
plastic moldings. 


[ix] Glycerol - Pharmaceutical and raw 


material for resin manu- 
facture. 


(x] Acrylonitrile - Basis for acrylic 
fibers and inter- 
mediate for adipo- 
nitrile, a raw 
material for nylon. 


[c] Cg Olefins and their deriva- 
tives -- C, olefins are used in chemical 
manufacture for the production of n-Butenes, 
iso-Butene and Butadiene. Some of the more 
important resulting products from this group 
of intermediates are the following: 

{i] n=-Butenes: 


{A] sec-Butanol - Solvent 


{(B] Methyl ethyl ketone ~- Solvent and 
lube-oil de- 


waxing agent. 


{C] Hevtenes - Plasticizer aiconol 
intermediate. 


{ii] iso-Butene: 


[A] Butyl rubber - Inner tutes and 
specialty rubbers. 


(B] Polyisobutene - Lube-oil additives 
and sealing com- 
pounds. 


{C] Di-isobutene - Plasticizer alcohol 
intermediate. 


{iii] Butadiene: 
[A] Copolymers with ~- Synthetic rubber, 
styrene shoe soling com- 
pounds. 


[B] Polybutadiene - Synthetic rubber. 


{C]) Covolymers with - Specialty rubbers. 
eeaeianteei te 


{D] Copolymers with - Plastics. 
Styrene and 
Acry lonitri 


ryionitrile 


[E] Chloroprene - Specialty oil- 
resistant rubbers. 


([F] Adiponitrile - Raw material for 
nylon. 


(B) Removal of hydrogen to obtain 
Acetylene -- If more severe cracking conditions 
are employed than those used to produce 


ethylene from petroleum feedstocks, ‘further 


hydrogen can de removed with a rasuitinag 
formation of acetylene. 

{1] Acetylene thus formed is 
competitive with acetylene produced by 
che more traditional process based on 
generation from calcium carbide produced 
from lime and coal with an accompanying 
use of large quantities of electric power. 


The production of acetylene from petroleum 
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is used to produce the following chemicals: 
Vinyl chloride, Acetaldehyde, Per- and 
trichlorethylene, Vinyl acetate, Chloro- 
prene, and Acrylonitrile. These primary 
acetylene products are further converted 
to produce the following products: 


[a] Vinyl chloride - Polyvinyl chloride 
(PVC) plastics. 


[b] Acetaldehyde - Converted into acetic 
acid (for cellulose 
acetate fibers and 
plastics and for poly- 
vinyl acetate adhesives 
and emulsion paints), 
into plasticizer alchohols 
and into paint resin 
intermediates. 


Per- and trichlorethylene - Dry-cleaning 
and grease- 


removing 
solvents. 


Vinyl acetate - Polyvinyl acetate 
emulsion paints and 
adhesives. 


Chloroprene - Specialty oil-resistant 
rubbers. 


Acrylonitrile - Basis for acrylic 
fibers and inter- 
mediate for 
adiponitrile, a raw 
material for nylon. 

{2] Since more severe conditions are 
required to produce acetylene than olefins 
from petroleum sources, it is inevitably 
more expensive. Efforts have therefore 
been made to develop other routes to the 
products which have hitherto been based on 
acetylene and, of those listed above, all 


except trichlorethylene can now be made 
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competitively from less unsaturated hydro- 

carbons, leading to an anticipa.ed decline 

in the importance of acetylene as a petro- 
chemical intermediate. 

(C) Removal of Hydrogen to obtain 
aromatics -- The most commonly used process for 
removing hydrogen to yield aromatics is catalytic 
reforming. This process can be used to 
produce aromatic ring compounds both from 
naphthenes and from paraffins. The aromatics 

_ extracted from the paraffins and naphthenes 
are then distilled to give benzene, toluene 
and the xylenes as three separate fractions, 


These three aromatics are of substantial 


importance as chemical raw materials. 


{1] From the point of view of their 
chemical structures, benzene is the 
simplest of the aromatic compounds since 
it is a six-membered ring of carbon 
atoms with one hydrogen atom attached to 
each. In toluene there is an additional 
carbon atom attached to one of the members 
of the ring. In xylene there is one 
additional carbon atom attached to each 
of two members of the ring. There are three 
xylenes (differentiated by the prefixes 
“ortho”, “meta” and “para"), differing only 
in the relative position of the two extra- 
cyclic carbon atoms. 

{2] In addition to their use in gasoline 
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and in intermediate conversion (for example, 
the conversion of toluene into benzene 
through the process of hydrodealkylation) , 
aromatic products are used to manufacture 
various chemical intermediates and com- 
mercial products, including the following: 

[a] Benzene: 


(i] Styrene - Polystyrene plastics 
and synthetic rubber. 


[42] Phenol - Intermediate for resins. 
{iii} SiS eR EROS: produced by the 
catalytic hydrogenation of benzene, 
is an intermediate for nylon production. 


{iv] Dodecylbenzene - Detergents. 


[v] Aniline - Dyestuffs and rubber 
additives. 


[vi] Maleic anhydride - Raw material 
for polyester 
glass-fiber 
plastics. 


{b) Toluene 


{i] Toluene diisocyanate - Plastic 
foams. 


{ii] Phenol - Intermediate for resins. 


{iii] TNT - Explosives. 
{iv] Solvents - Paints and lacquers. 


[c] Xvlenes-- Xylenes are separated into 
ortho, meta, and para xylenes 
through a combination of frac- 
tionation (boiling point sepa- 
ration) and crystallization 
(freezing point separation) 


{i] Solven (mixed xylenes) - 


ts, lacquers and insec- 
ticides. 


(42) VERE eas acic (from para- 
xylene) - Polyester 


fibers. 
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[iii] Phthalic anhydride (from ortho- 
xylene) - Phthalatic plas- 
ticizers and resins. 


fiv] Isophthalic acid (from meta~ 
xylene) - Resins. 


(ii) Products derived by oxidation -- 

(A) Oxidation without alteration of the 
carbon structure -- Methods of oxidation of 
petroleum hydrocarbons without change of carbon 
structure have only recently been developed to 
a commercial scale. The feedstock is a linear 
(or straight-chain) paraffin and the product 
is an alcohol which is marketed as a basis for 
a biodegradable detergent. 

(B) Oxidation with rupture of the carbon 
chain -- More vigorous methods of oxidation, 
in particular using higher temperatures, 


introduce more oxygen into the hydrocarbon 


and result in the rupture of the carbon 


structure. 

(iii) Products derived by chlorination with 
rupture of the carbon chain -- Chlorination of 
light hydrocarbons such as propane act a temperature 
of $00-650°C leads to simultaneous ruptures of 
the carbon chain producing carbon tetrachloride 
and hydrogen chloride. Under these conditions, 
carbon tetrachloride undergoes a further 
reaction with the formation of perchlorethylene, 
ai extensively used dry-cleaning agent. 

(iv) Products derived by sulphuration -_— 


pe a ee 


While sulphur will react with hydrocarhSons gen- 
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erally, the resulting products have not been 
found of commercial value except when applied 
to methane. The reaction, which occurs at 650- 
700°C in the presence of a catalyst, results in 
the formation of carbyn disulphide, used for 
the manufacture of viscose rayon and regenerated 
cellulose film (Cellophane). It is also employed 
as an intermediate for the production of carbon 
tetrachloride though, as already noted, this 
product may also be obtained by chlorination ae 
methane. 

(v) Isolation of Carbon -- By cracking 
hydrocarbons at high temperatures (1,300-1,650°C) 
complete decomposition into hydrogen and carbon 


is effected. The resulting carbon in finely 


divided particles is known as carbon black which ‘ 


is used for the reinforcement of natural and 
synthetic rubber in tires for motor vehicles, as 
well as in plastics, printing inks, lacquers and 
phonograph records. Aromatics with high carbon 
content are the most desirable feedstocks ‘or 
carbon black production. 

(vi) Isolation of Hydrogen - Two main methods 
are available for the production of hydrogen from 
petroleum hydrocarbons, namely, steam reforming 
and partial oxidation with a restricted supply 
of oxygen. Both preduce a so-called “synthesis 
gas”. In each method the carbon is removed 
and the hydrogen released for further reaction as 
required. The principal uses of hydrogen in chemi- 


(21) 
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cal manufacture are for the following products: 


(A) Ammonia <-- The production of Ammonia 
takes place under very severe conditions in 
the presence of an iron catalyst, high pressures 
and temperatures of 450-500°C. It is an impor- 
tant source of nitrogen in fertilizers and a 
source of urea which serves as a fertilizer 
and cattle feed supplement as well as a conm- 
ponent of plastics, adhesives, finishes and 
paper and textile treatment. 

(B) Methanol -- Methanol can be produced 
from hydrogen through adjusting the proportion 
of hydrogen and the oxides of carbon ~ srived in 
the production of hydrogen in a so-called : 
"synthesis gas". Methanol finds commercial 
application as an anti-freeze, in resins, ex- 
plosives and clear plastics, among other uses. 

(C) Oxo-alcohols ~~ From a synthesis gas 
of different composition aloonote are produced 
through reaction with olefins. The alcohols 
thus produced are employed in solvents and 
plasticizers. 


The End Products of Petroleum Production -- 


The end products derived from petroleum are the result 


of one or more consecutive processes which may be 


generally described under the four general headings of 


refining operations, petrochemical operations, primary 


chemical processing and secondary chemical processing. 


No fixed classification is pessible for many processes 


since the processing in many cases is continuous and 
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the separation of one process from the next, while 


helpful to an understanding of the overall processing, 

is somewhat arbitrary. ‘The principal groups of 

end products and the processes through which they axe 
oe derived may be summarized as follows: 

(a) Puel and iubricants ~-- Both from the refining 
operations and from the subsequent petrochemical opera- 
tions fuel and lubricants are obtained for gasoline and 
diesel vehicles, airplanes and marine vessels, home 
heating oil and oil for industrial processes requiring 
the sustained generation of heat. 

(b) Pabricated plastics -- In the fabrication 


of plastic products, two major categories of products 


are commonly identified: 
(i) Heat workable plastic products include 
phonograph records, plastic toys, vinyl Phandane: 
artificial leather and automobile upholstery. 
The polyvinyl chloride (PVC), polyethylene and 
polypropylene resins which are the common source 
ef such products are the culmination of a series 
ef precessing steps concluded in secondary 
chemical processing. 
(ii) Heat resistant plastic products include 
electrical appliance parts, electric: switch and 
control hardware, and cockware handles. The 
phenolic es (Phenol formaldehyde polymer) which 
is one common source of these products is similarly 
the culmination of a series of processing steps 


concluded in secondary chemical processing. 


(c) Rubber vroducts -- Synthetic rubber is the 
result of secondary chemical processing commonly 
employing the butadiene and styrene produced in 
petrochemical and primary chemical processing. 
Synthetic rubber is used today in the manufacture 
of motor vehicle tires and tubes, rubber gaskets and 
various hose and tubing applications. 

(4) Fabrics -=- Nylon and polyester fibers are 
both derived from petroleum. Nylon for spinning and 
weaving results from the secondary chemical processing 
of adipic acid which in turn is derived from cyclo- 
hexane produced in petrochemical operations. Poly- 
ester is the product of the secondary chemical 
processing of Terephthalic acid which in turn is 
derived from para-xylene produced in petrochemical 
aperations. Polyolefins are also produced as a fiber 
for similar uses by polymerization of ethylene or 
propylene. 

(e) Industrial chemicals -- The broad range of 
organic chemicals used in industry are obtained at 
all four stages of the processing of petroleum. Some 
are by-products of basic refining cperations. As 
the variety of products proliferates in the succeeding 


petrochemical operations and the primary and secondary 


chemical processing, there are hundreds ef chemicals 
available for industrial use. 

(f) Agricultural chemicals =~ Fertilizers, 
pesticides and insecticides can all be derived from 
petroleum. Petrochemical operations produce basic 
fertilizers and subsequent chemical processiag 


me 
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tiultiplies the types of product available ard 
result in the production of many of the commonly 
employed pesticides and insecticides. 

(g) Drugs, cosmetics and detergents -- These 
consumer products, which in some instances have 
industrial applications, are the result of a series 
of processing steps from refining to secondary 
chemical processing. 

(h) Paints, dyes and finishes -- These products 
have important industrial applications and are also 
important consumer items. A few products can be 
derived from petrochemical operations, but the 
majority are the result of both primary and secondary 
chemical processing after which they are combined 
with raw materials from other than petrochemical 
sources in the manufacture of the ultimate products. 


(22) Summary of the Petroleum and Petrochemical 


Business -~ 

(a) Exploration for and production of crude 
oil -- After the exploration for and establishment 
of a proven reserve, development wells aze érilled 
and gathering systems are built to provide for the 
handling of crude oil produced from the welis. 
Production of crude oil generally commences when field 
development is only partially complete as socn as 
sufficient surface facilities are complete to permit 
shipment of the oil. The oil as produced from the 
well, together with gas and water found with the 
oil, is conveyed through a “flowline” from the well- 


head to a “gathering center"®. Pacilities at the 
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“gathering center” generally handle production from 
several wells. 
(b) Separation of crude oil from gas 
and other substances -- Oil as produced varies 


considerably from field to field in the physical 


. characteristics of the crude oil itself and in the 


amounts and quality of gas and salt water produced 
with it. The size and nature of the plant required 
for processing to prepare crude oil and gas for 
shipment depend on the volume ef gas and water found 
with the oil and the pressure of the produced mixture 
at the wellhead. A crude with little gas in it can 
be passed directly into a "flow tank” or separator 
operating at approximately atmospheric pressure in 
which the separation of gas from the crude eil can’ 
take place in a single operation or stage. High 
pressure crude with a high gas/oil ratio must be 
passed through a “multi-stage separation" to minimize 
loss of compounds with a low boiling temperature in 
the produced gas and loss of oil through formation 

of a finely divided oil spray and its entrainment 

in the produced gas. In this methed, the produced 
mixture passes through a number cf steel vessels 


connected in series with a successive reduction 


of pressure and removal of part of the gas from 


each vessel. Produced gas may be transported by 
pipeline for sale oF used as an energy source 

for cilfield activities. Valuable liquid components — 
in the gas may be separated in a gas processing plant. 
In many cases, salt water in the crude would occupy 
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vital space in storage and transport facilities and 
would also cause grave corrosion problems in the 


refinery. It is therefore necessary to reduce the 


salt water content to an acceptable level before the 


oil is transported to the refinery. Some water 
separates freely from the crude oil and is drained 
off at the gathering station. In. the event water 
is present as a water-in-oil emulsion, the microscopic 
droplets of water are separated in a dehydration 
plant where by heating and addition of chemicals 
or by passing the crude oil between electrodes with 
an induced electrical field, coalescense of the 
water is promoted and it is then separated by density 
difference. 
(c) Transportation of crude oil to the 

refinery -- After the initial separation of gas 
and salt water from the crude oil at the gathering 
center, the crude oil is transported to the refinery. 
This transportation may be accomplished by pumping it 
directly by pipeline to the refinery, or by pipeline 
to a marine terminal, for loading on a tanker for 
sansportation to another terminal, for off-loading 
and further transportation to the refinery. Ia 
certain oil production areas, terrain or other factors 
may require use of truck or rail transport where 
economically feasible. 

_ (@) zefining und further processing -~ After 
the refining and further processing of petroleum 

into primary, intermediate and final products, as 
described in paragraphs (17), (18), (19) and (20), 


A 93 


the various products proceed through a variety of 
distribution channels. It is a unique feature of 
petroleum and petrochemical products, that the prod- 
uct is .iormally unseen and contained continuously in 
pipes, tanks, processing equipment and storage facilities 
from the time it leaves the producing formation in the 
ground until it reaches the point of consumption after 
final processing. 

(e) Marketing and distribution of products -- 
The marketing of oil and petrochemical products involves 
a widely diverse system of sale and distribution. 

(i) Automotive fuel and lubricants reach 
the consumer through the service station 
outlets which are the most visible part of the 


marketing of products. To reach the service 


station it is frequently necessary for the prod- 


ucts to be transported over large distances 

following final processing by sea, pipeline, rail 

ana road with intermediate storage en route. Shorter 

distances between production facilities and 

consumer outlets reduces transportation costs 

and give the seller a price advantage over 

competitors with greater transportation costs. 
(ii) Aviation fuel has undergone dramatic 

change in recent years to meet the require- 

ments of modern jet engines. The change from 

piston engines to the jet engine has required 

a change in fuel specification and properties, 

not in quality. The piston engine utilized 

a high octane number gasoline type fuel while 
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the jet engine is designed to utilize fuels 
ranging from gasoline to kerosine. Most com- 
mercial aviation jet fuel is e kerosine type 
material with special specifications for freezing 
~—s cleanliness and chemical composition. 
Octane number is not a part of the specifications 
for jet engine fuel. Actually, the most desirable 
jet engine fuels have a low octane number, just 
the reverse of piston engane fuels. These changes 
in aviation fuels would be of little consequence 
had they been without parallel progress in the 
design of special equipment for fuel storage and 
movement of the product from refinery to aircraft. 
Stringent contzols of quality are maintained at 
all stages to protect against the delivery of 
off-specification or contaminated fuel which 
might contribute to inflight power failure. 

(iii) Marine fuels range from gasoline and 
diesel fuel for smaller vessels to vast quantities 
of bunker oils for large ships. These products 
are delivered from facilities ranging ‘rom 


floating service stations to chains of bunkering 


installations at ports around the world to service 


ships in marine commerce. 

(iv) Industrial consumption of petroleum 
products is large in terms of volume, accounting 
for more than half the total output of products 
from refineries in many countries. The industries 
range from the production of steel anc lipsticks, 
to road haulage and the construction of houses and 
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harbors. Energy in the form of fuel represents 
the largest percentage of an oil company's trade 
with manufacturers. A wide range of lubricants 

is also marketed. Large quantities of lubricating 
ceils are required in metal-working processes but 
the highly specialized grades used, for example, 
in watch-making can be measured in pints. The 
rubber and cosmetics industries both reqyire 
process oils, with an automotive tire containing 
a significant percentage of its weight in process 
oil. The principal feature of this industrial 
market is the relatively small number of customers 
with individualized requirements for "made to 
specification" products for use in part of a 


chemical manufacturing process. 


(v) Fuels and lubricants for tractors 


and other mechanized implements constitute the 
major share of agricultural markets for petroleum 
products. Fuels for heating, crop @rying and 

flame cultivation, petroleum-derived fertili- 

zers, soil stabilizers, pesticides and now even 
protein feeds for animals are parts of the consump-~- 
tion of petroleum products in connection with 
farming. 

(wi) Bulk salee of most kinds of petroleum 
products are made by refiners outside the other 
established distribution channels to independent 
marketers, who have their own particularly large 
consumers (such as chemical companies, power sta~ 


tions, cement plants and mining enterprises) and 
other oil companies. 


Contentions of the Parties 


UNITED STATES DISTRICT COURT 


SOUTHERN DISTRICT OF NEW YORK 


PRUDENTIAL OIL CORPORATION, 
Plaintiff, 
-against- : 67 Civ. 3748 (CLB) 
PHILLIPS PETROLEUM COMPANY, 


Defendant. 


STATEMENT OF THE ISSUES TO BE TRIED 


(1) Whether Prudential New York is the proper 
party in interest and has standing to assert the claims 
set forth in the complaint. 

(2) Whether there was a legally enforceable joint 
venture created between Phillips and Prudential Connecticut 
relating to a petrochemically-oriented refinery in Puerto 
Rico. If so, what were its terms, who were the parties 
thereto, and was it terminated or breached at any time? 

(3) Whether Prudential Connecticut in furtherance 
of any joint venture created between it and Phillips assumed 
any obligation, participated in any material manner in ob- 
taining the necessary change in the Oil Import Control 
Program of the United States, made any material contribution 
to the planning, financing or construction of the petro- 
chemical facility in Puerto Rico known as Phillips Puerto 
Rico Core, Inc. or made any other material contribution to 
the furtherance of any such joint venture. 

(4) Whether Prudential Connecticut conceived, 
formulated, or developed any legally protected concept or 


material relating to a petrochemically-oriented refinery 


in Puerto Rico. 
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(S) Whether Prudential Connecticut disclosed to 
Phillips any legally protected concept or material relating 
to a petrochemically-oriented refinery in Puerto Rico in 
reliance upon a material misrepresentation by Phillips. 

(6) Whether Prudential Connecticut disclosed to 
Phillips any legally protected concept or material relating 
to a petrochemically-oriented refinery in Puerto Rico as a 
result of a relationship of trust and confidence between 
Prudential Connecticut and Phillips. 

(7) Whether Phillips appropriated any legally 
protected concept or material conceived, formulated or 
developed by Prudential Connecticut relating to a petro- 
chemically-oriented refinery in Puerto Rico which Phillips 
utilized in a material way in the development and establish- 
ment of the petrochemical facility in Puerto Rico known as 
Phillips Puerto Rico Core, Inc. 

(8) Whether Prudential Connecticut refrained from 
specific actions which it otherwise would have taken in 
reliance upon misrepresentations by Phillips from which fore- 
bearances Phillips derived a material benefit in the develop- 
ment and establishment of the petrochemical facility in 
Puerto Rico known as Phillips Puerto Rico Core, Inc. 

(9) Whether Prudential New York commenced this 
action an unreasonable length of time after it or Prudential 
Connecticut or Prudential Delaware acquired notice of 
material facts giving rise to the claim in the complaint 


and whether the prosecution of this action at such time 


causes such injury and prejudice to Phillips that Prudential 


New York is not entitled to maintain this action. 
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(10) Whether Prudential New York is entitled to 
specific performance by Phillips of any joint venture agree- 
ment between Phillips and Prudential Connecticut in regard 
to the development of a petrochemically-oriented refinery in 
Puerto Rico. If so, to what specific performance is Pru- 
dential New York entitled? 

(11) Whether as a condition to any such specific 
performance Phillips is entitled to reimbursement from Pru- 
dential New York for Fhillips' investment in the planning, 
financing and construction of the petrochemical facility in 
Puerto Rico known as Phillips Puerto Rico Core Inc. 

(12) Whether Prudential New York is entitled to 
an order for an accounting to make a division between it and 
Phillips of all rights, properties, interests and assets 
relating to the petrochemical facility in Puerto Rico known 
as Phillips Puerto Rico Core, Inc. 

(13) Whether Prudential New York is entitled to 
a judgment declaring Phillips to hold as trustee for Pru- 
dential New York the petrochemical facility in Puerto Rico 
known as Phillips Puerto Rico Core Inc. 

(14) Whether Prudential New York is entitled to 
a judgment for damages by virtue of a breach by Phillips of 
any contract of joint venture between Prudential Connecticut 
and Phillips relating to the development and establishment 
of a petrochemically-oriented refinery in Puerto Rico. 

If so, how much? 
(15) Whether Prudential New York is entitled to a 


judgment for damages by virtue of any misappropriation by 


Phillips, either through the breach of a confidential relation- 


ship or through deceit, to the benefit of Phillips and to the 


detriment of Prudential Connecticut, of any legally protected 
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concept or material relating to a petrochemically-oriented 


refinery in Puerto Rico. If so, how much? 


(16) Whether Phillips is entitled to a judgment 


against Prudential New York dismissing the complaint in 


this action. 


Stipulation dated December 19,1967 


UNITED STATES DIGTRICT COURT FoR 
TI SOUTIGRN DISTRICT OF Nii YORK 
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PRUDENTIAL OLL CORPORATION, 


Plaintiff, STIPULATION 


Ve G7 Civ. 3743 
PHILLIPS PETROLEUM COMPANY, 


Defendant. 


IT IS HEREBY STIPULATED ANY AGRGE) between the 
parties by their respective attorneys that the deposition of 
the defendant herein by Mr. Stanley i. Learned, a director 
thereof, originally noticed for December 141, 167, at the 
offices of Palmer & Serles, G2 ‘Jilliam Street, New York, ciew 
York, 10005, be and the same hereby is adjourned to be held 
at the same place promptly upon the completion of the depo~ 
sitions of Messrs. N. NM. Shippee, E. J. Willey, Thomas Young, 
John ‘!. Little and William H. Wright at such date and tine as 
may be mitually agreed upon between the attorneys for tho 
respective parties. 

Daved: New York, New York 
December 19, 1967 
SULLIVAN & CROMWELL 


A viember of the Firm 
Attorneys for Defendant 


Answers to Defendant's Jurisdictional Interrogatories, 


Sworn to April 26, 1971 


ef a 
SOU ue 


SUTTIAL OL. CORPORATION 
1 3748 (DRED 


UD OBSEGTIO 
MA LORTES 


PRILLIPS PirROLEU 


Plaintif£ PRUDENTIAL CIL CORFCEAGZON 
objections to relevancy and materiality 
terrogatories dated January 22, 1971, t in this cise 
or any part thereof, hereby answers said incerrogatories. 
Ansvers to interrogatories herein are without waiver or 
dice to any objections to any interrozatory objected to, 
viele or in part. Answers herein contain the best tnt ones 
available te plaintiff, which reserves the rishi to enend 
cr supplement these answers as and when it has 
accurate information. Plainrt 
as to burden, vaguencs 
terrogatn. y which calls fer atrorney' 
communication: ox s orgpared in antic 
gation. 


Attached is a copy of a Grafy cen- 


Jaint in the Supreme Court of ate of New York: ina pro- 
P 


posed action entitled, "Frudential ¢ Corporation, Plaintifs, 


v. Pnillips Pectrolews Campany, Der t,"’ which has 
viously been marked de fendani' 


ctan. With resrese te this drafe 
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the approximate date when it was prepared; 

by whom it was prepared; 

to whom it was exhibited after its prenaration; 

what use, if any, was made of the document; and 

whether or not such an action was ever insti- 
tuted by Prudential Oil Corporation, a Delaware corpora- 
tion ("Prudential Delaware"); if so, when, 

Answer: Plaintiff objects to this interrogatory on 

the ground that it calls for the work product of attorneys, 

'; materials prepared for litigation and privileged attorney- 

_ client communications. The present corporate name of "Prudential 
_ Delaware" is Prudential Resources Corp. (hereafter "Prudential 

r Delaware"). In specific response to interrogatory 1 (e), the 

f answer is no. 

Interrogatory 2. Attached is a copy of a draft com- 
plaint in the Supreme Court of the State of New York in a pro- 
posed action entitled, "Prudential Oil Corperation, Plaintiff, 

, Ve Phillips Petroleum Company and Oscar L. Chapman, Defendants," 

' which has previously been marked as Defendant's Exhibit 221 for 
k identification. With respect to this draft complaint, please 

, State 

(a) The approximate date when it was prepared; 

(b) by whom it was prepared, 

(c) to whom it was exhibited after its preparation; 

(d) what use, if any, was made of the document; and 

(e) whether or not such an action was ever insti- 

tuted by Prudential Delaware; if so, when. 
i 


., the ground that it calls for the work product of attorneys, 


Answer: Plaintiff objects to this interrogatory on 


| materials prepared for litigation and privileged attorney- 


client communications. In specific response to interrogatory 


2 (e), the answer is no. 
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Interrogatory 3. It is alleged in paragraph 1 of 


the complaint in this action that plaintiff Prudential Oil 

' Corporation is a New York corporation, havirg its principal 
.. place of business in New York, New York. Please state 

a (a) the date of incorporation of Prudential Oil 
Corporation, the New York corporation ("Prudential 

New York"); 

(b) specify the lines of business, if any, in 
which Prudential New York has actually engaged since 
its incorporation, 

(c) the individuals responsible for the conduct 
of each line of business and chix respective duties; 

(d) the dollar volume of the business transacted 
in each such line, and 

(e) describe with particularity any business ac- 
tually transacted by Prudential New York from the date 
of its incorporation to the date of the institution of 
this action. 

Answer: 

(a) July 12, 1966. 

(b) The sale business of Prudential New York is the 


|! prosecution of this action to recover its property rights and 


! business wrongfully appropriated by defendant. 

(c) = (e) Not applicable; see answer to 3 (b) 

i above. 

‘Interrogatory 4: Please identify each of the books 
| and records maintained by or on behalf of Prudential New York, 
stating the person or persons responsible for maintaining such 
books and records, who has custody of each such book or record 


and where they are located. 


Answer: Prudential New York's corporate records 
consist of a corporate minute book, including its Certificate 
of Incorporation, By-Laws and minutes of meetings of incor- 
porators and directors, and its tax returns. All of the books 
and records of the corporation are in the custody of Patricia 
Morel at the offices of the corporation, 1 New York Plaza, 

New York, New York. 

Interrogatory 5. Please identify each of the books 
and records maintained by or on behalf of Prudential Delaware, 
stating the person or persons responsible for maintaining such 

_ books and records, who has custody of each such book or record 
and where they are located. 

Answer: "Prudential Delaware" maintains the normal 
| corporate books and records customarily maintained by an opera- 
ting corporation, including corporate minute book, cash dis- 
bursement ledger, cash receipts ledger, general ledger and 

: tax records. These books are in the custody of Patricia 

! Morel at the offices of the corporation, 1 New York Plaza, 

_ New York, New York. 

: Interrogatory 6. Please list individually and 
specify each of the assets held by Prudential New York im- 

: mediately following its incorporation and any transfers to it 
i: in July 1966 by Prudential Delaware. 


Answer: All rights and claims of Prudential Delaware 


; with respect to a joint venture with Phillips Petroleum 


, Company and with respect to the promotion, financing and 


; development of petrochemical companies relating to or associated 
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with the joint venture with Phillips Petroleum Company, 

together with the use of the name Prudential Oil Corporation. 
Interrogatory 7: Please list individually and 

specify any assets received by Prudential New York after July 

' 13, 1966 and prior to the institution of this action and each 

asset of Prudential New York held at the time of the insti- 

, tution of this action. 

? Answer: See answer to 6 above. 

Interrogatory 8: Please list individually and 

: specify each liability assumed, incurred or imposed upor. 

Prudential New York immediately following its incorporation 

in July 1966. 

! Answer: Prudential New York assumed any obliga~ 

| tions of Prudential Delaware with respect to the joint venture 

with Phillips Petroleum Company referred to in answer to 6 

. above. 

Interrogatory 9. Please list individually and 

; specify each liability assumed, incurred or imposed upon 

- Prudential New York after July 13, 1966 and prior to the in- 


| stitution of this action. 


Answer: See answer to 8 above. 

! Interrogatory 10; Please list individually and 
specify each liability of Prudential New York at the time of 
i the institution of this action. 

Answer: See answer to 8 above, 

Interrogatory ll: Did Prudential New York itself 
' ever retain counsel to prosecute this action on its behalf? 


If so, please state 
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(a) when such counsel was first retaincd, the 
name of the individual or individuals who acted for 
plaintiff with respect to the retention of counsel 
and the capacity in which any such individual or in- 
dividuals acted: 

(b) who was the counsel retained; 

(c) the period for’which counsel was retained; 
and 

(d) whether plaintiff has at any time made any 
payment whatsoever to counsel in connection with the 
prosecution of this action, giving the date, amount 
and purpose of any such payment. 

Answer: Prudential New York's parent corporation, 

' Prudential Delaware, by resolution of its Board of Directors 

' at a meeting held on October 3, 1966, authorized the otficers 
of Prudential Delaware to commence an action in behalf of 
Prudential Oil Corporation, a New York corporation, and 

| also authorized said officers to retain counsel in connection 
therewith. Pursuant to said resolutions, the firm of 
Robert F. Conrad of Washington, D. C. and Palmer, Serles, 
Delaney & Shaw of New York, New York, were retained by 

; officers and counsel of Prudential New York and Prudential 


Delaware. The firm of Robert F. Conrad was retained on 


_ or about April 30, 1966, by Nathan M. Shippee on behalf 


P of Prudential New York and Prudential Delaware as an officer 

f of both corporations, and the firm of Palmer, Serles, 

i Delaney & Shaw was retained by Burton M. Abrams, counsel for 
said corporations on or abcut February 3, 1967. Both firms were 


retained for the duration of the instant litigation. Plaintiff 


ofin 


objects to furnishing any enever to intcerrogatory 1] (d) on 
the ground that the informatica sought by this interrogatory 


comes within the protection of attorney-client privilege. 


Interrovatory 12. With respect to any retainer of 


counsel by Prudential New York referred to in the answer to 
interrogatory 11, please state 
(a) what action, if any, Prudential Delaware took 
with respect to such retention of counsel and with 
spect to the prosecution of this 
(b) what undertaking, if any, Prudential Dele: 
gave to any such counsel and whether there cxists any 
arrangement between such counsel and Prudential Delaware 
with respect to counsel's compensation; 
(c) the nane of the cual or individuals who 
acted for Prudential Delaware with respect to the con- 
summation of any arrangement between such ceunsel and 


Prudential Delaware and the capacity in which any such 
P y 


individual or individuals acted; and 

(d) whether Prudential Delawere has at any time 
made any payment whatsoever to counsel in connection 
with the prosecution of this action, giving the date, the 
amount and the purpose of any such payment. 

Answer: See answer to ll above. In addition, Pru- 
dential Delaware's Executive Committee, by resolution adopted 
on September 11, 1967, ratified, confirmed, approved and 
adopted the retention of the law firm of Robert F. Conrad 
of Washington, D.C. and Palmer, Serles, Delaney & Shaw to 
work with the office of Burton M. Abrams, counsel for the 


corporation for the purpose of commencing an action against 
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| Phillips Petroleum Company in order to recover the property 
rights of Prudential Delaware in and to the petrechemical 
complex in Puerto Rica presently administered by Phillips 
Petroleum Company. Plaintiff objects to furnishing any answer 
to interrogatory 12 (d) on the ground that the information sought 
by this interrogatory comes within the protection of attorney- 
client privilege. 

Interrogatory 13. Please state what consideration, 

; if any was given by Prudential New York to Prudential Delaware 
in exchange for the alleged assignment to Prudential New York 

* of the claim asserted in this action, stating the nature of any 

7 such consideration, the date any such consideration was giver, 

its value when given'and, if identifiable in September 1967, 

? its value at the date of the commencement of this action. 

Answer: The consideration given by Prudential New 

- yore to Prudential Delaware in exchange for the assignment to 
Prudential New York of the claim asserted in this action con- 

if sisted of the exchange of all of the issued and outstanding 

. capital stock of Prudential New York and the assumption by 
Prudential New York of all obligations of Prudential Delaware 

: with respect to a joint venture with Phillips Petroleum Company 

| and with respect to the promotion, financing and development 


' of petrochemical companies relating to or associated with the 


| joint venture with Phillips Petroleum Company. This considera- 


i tion was given on or about June 29, 1966, and the value of said 
’ consideration could not be measured with any degree of certainty 
| at the time it was given nor at the time of the commencement 

[ of this action, although the officers and directors of both cor- 
; porations considered said consideration to be of great value. 


Interrogatory 14. Has Prudential Delaware retained 
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any control over or right to control the. prosecution of this 
action or retained any Financial interest in any recovery from 
this action? If so, 

(c) The nature of Prudential Delaware's right to 
control the prosecution of this action identifying any 
agreement by which such control or right to control 
igs vetcined and whether it is oral or in writing, its 
terns and when it was entered into; if it is in writing, 
identify any documents constituting or evidencing such 
agreement; 

(b) the nature of Prudential Delaware's interest 
in any recovery from this action, the extent thereof and 
identify any agreement by which such interest is retained 
and whether it is oral or in writing, its terms and when 
it was entered into; if it is in writing, identify any 
documents constituting or evidencing agreement; 


(c) the name of the individual or individuals who 


acted for Prudentiel Delaware with respect to the con- 


summation of any arrangement between Frudential New 
York and Prudential Delaware relating to Prudential 
Delaware's control over the prosecution of this action 
and its interest in any recovery. 
Answer: No, except to the extent that as Prudential 
New York is a wholly owned subsidiary of Prudential Delaware, 
the value of Prudential Delaware's holdings in Prudential New 
York will be increased to the extent of the amount of any re- 
covery had in this acticn. 
Interrogsatory 15. What portion of any judgement re- 
covered in this action has Prudential New York agreed or is 


it otherwise obligated to turn over to cthers? Please state 
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to whom Prucential Mew York is obligated to 
turn over any portion of a judgment recovered in this 
action; 

(b) what portion Prudential New York is obligated 
to turn over to each of the persons named in the answer 
to (c) of this interrogatory. 

(c) the date of any agreement pursuant to which 
plaintiff is obligated te turn over any portion of such 
judgment, eth tt is oral or in writing, 
writing, identify any documents constituting or evi encing 
such agreement. 

Answer: No portion. 

Interrepatory 16. With respect to a judgment entered 
gainst Prudential New York in this action, what portion, if 
ny, of the legal fees, costs and expenses of the prosecution of 
-ais action, would Prudential New York have to bear? ase 


‘tate who else would be obligated, by agreenent or otherwise, 


-o bear any portion of such legal fees, costs and expenses and 


hat portion, if any, such person or corporation would be ob- 
,igated to bear. 
Answer; The entire portion. 

Interroratory 17. Please state what office Nathan 
“ji. Shippee held in Prudential Delaware in July 1966 at the time 
of the incorporation of Prudential New York, whether he con- 
tinued to occupy that office at the time of the institution of 
‘this action, and the period for which he served as a director 


of Prudential Delaware. 
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Answer: President and director from July, 1966 
(and prior thereto) to date. 

Interrogatocry 18, Please list each of the officers, 
directors and stockholders of Prudential New York from July 
1966 to the date of the institution of this action indicating 
for each officer the office held and for each stockholder the 
number of shares held. 

Answer: The officers and directors of Prudential 
New York from July, 1966 to the date of the institution of 
this action were Nathan M. Shippee, President, and Patricia 
: Morel, Secretary. The stockholder of Prudential New York 
| for the same period is Prudential Delaware. 
Interrogatory 19. Does Prudential Delaware continue 
f to exist as a corporation under Delaware Law? 

Answer; Yes. 

Interrogatory 20. Please identify with particularity 
any line of business engaged in by Prudential Delaware prior 
to July 1966 in which it thereafter ceased to engage as a result 


; of any transfer of assets or otherwise to Prudential New York 


| in July 1966. 


Answer: The activities of Prudential Delaware with 


respect to the joint venture with defendant. 
Interrogatory 21. Describe the lines of business 
: engaged in by Prudential Connecticut from its incorporation to 
'' its dissolution indicating 

(a) the period during which each particular line 
of business was conducted; 

(b) the individuals responsible for the conduct 


of each line of business on behalf of Prudential 


Connecticut and their respective duties; and 


(c) the dollar volume of the business transacted 


in ecch such line. 


Answer: The specific nature of the business engaged 
in by Prudential Connecticut during its legal existence was 
the management of venture capital employed in the dev 
of natural resources, Under the provisions of its charter, 
Prudential Connecticut was authorized: 


"To act as agent and attorney-in-fact for investors 
groups in investing in oil and gas leases and drillings 
thereon, To act as operator in the drilling and main- 
tenance of oil and gas wells; to keep records of all such 
operations and expenditures and income and to report such 
to said investors groups; and to investigate leases, 
other operators, drillings, gas pineline company meters, 
oil storage supplies at flowing wells, etc., on behalf 
of the interest of said investors groups. Otherwise to 
maintain complete investment, investigative and reporting 
services for said investors groups. 


Further, on its own behalf or on behalf of others, 
to buy, sell, cwn, mortgage, lease, cption, farm out or 
othervise deal in non-productive or prodictive oil and 
gas or ;ther mineral, farm, ranch or commercial properties. 
To conduct geological or geophysical exploration for gas, 
oil or minerals and to manage, drill or operate flowing 
wells. To buy, sell, lease or otherwise deal in pip 
or other oil or gas storage facilities. To deal in any 
matters ordinarily dealt in by oil, gas and mineral opera- 
tors, drillers, producers, geologists and investment com- 
penies, 


In general, to buy, sell, own, mortgage, option, 
lease, manage or otherwise deal in personal property and 
realty of all kinds." 

The individuals responsible for the conduct of said business 
were the officers of Prudential Connecticut, consisting of 
Nathan M. Shippee, Chairman of the Board and Treasurer, Edward 
J. Willey, Counsel, Philip H. McLaughlin, Vice President and 
Secretary, Patricia R. Morel, Assistant Secretary, and Thomas 
L. Wilkerson, Vice President, being the officers of Prudential 
Connecticut at the time of its dissolution on June 30, 1965. 


Plaintiff objects to furnishing information with respect to 


interrogatory 21 (c) on the ground that such information is 
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interrogatory 22. Describe the lines of business _ 


completely irrelevant to the issues in this action, 


engaged in by Prudential Delaware from its incorporation to 
the date of the institution of this action indicating 

(a) the period during which each particular line 
of business was conducted; 

(b) the individuals responsible for the conduct 
of each such line of business on behalf of Prudential 
Delaware and their respective duties; and 

(c) the dollar vc.lume cf the business transacted 
in each such line, 

Answer: The lines of business carried on by Pru- 
dential Delaware are substantially similar to those that were 
carried on by Prudential Connecticut. See answer to 21 above. 
The individuals responsible for the conduct of said business 
are the officers of Prudential Delaware which, as of the date 

' hereoi, are as follows: Nathan M. Shippee, Chairman of the Board, 
Presidert and Treasurer, C. Hayden Atchison, Senior Vice Presi- 
dent, Winston S. McAdoo, Financial Vice President and Assistant 
Secretary, Patricia =, Morel, Assistant Secretary, and Raymond 


J. Kerester, Executive Vice President and Secretary. Plaintiff 


| Objects to furnishing information with respect to interrogatory 
{! 


22 (c) on the ground that such information is completely 
i irrelevant to the issues in this action. 
f Interrogatory 23. When was the certificate of dis- 
| soiu'sion of Prudential Connecticut filed? 
Answer: November 12, 1965. 
Interrogatory 24, Attached is a copy of a document 
: previously marked Defendant's Exhibit 44U for identification, 
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which purports to be a carbon copy of a letter dated January 
25, 1965 from Nathan M. Shippee to W. H. Wright. With respect 
to this letter, please state 

(a) whether the original of this letter was sent 
or delivered to W. H. Wright and, if so, when, by whom 
and in what manner; 

(b) whether a copy of this letter was shown, given, 
sent or delivered to anyone other than W. H. Wright and, 
if so, when, by whom and in what manner; 

(c) the nature of "the petrochemical plant proposed 


for Puerto Rico" to which the letter refers specifying 


the principal raw materials it was proposed it would use, 


the process or processes of manufacture it would employ 
and the product or products it would produce; 

(d) who were the persons who had proposed this 
"petrochemical plant", specifying when, in what manner 
and identifying any documents in which such proposal is 
described, projected or explained; 

(e) when, where and in what manner the "agreement" 
was made to which the first paragraph of the letter refers; 
if.oral, identify each person present; if in writing, 
identify each document constituting a part of or evidencing 
the “agreement"; 

(£) each of the parties to the "agreement" stated 
to be confirmed by the letter; 

(g) whether any subsequent "commitments" or "under-= 
takings" were made to any person, as anticipated in the 
second paragraph of the letter; if so, when, by whom, to 


whom, the nature and terms thereof, whether oral or in 
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writing and, if in writing, identify each document con- 


stitucing a part of or evidencing such “ccemitmenct"™ or 


"undertaking"; 

(h) the date of the back-to-back’ contract" 
described as "(a)ttached" to the letter, the parties 
thereto, by whom it was signed for each party and the 
present location of any cxecuted copies thereor; 

(1) with respect to the "present objective" re- 
ferred to in the third paragraph of the letter, from 
whom and by whem was it intended to attempt to obtain 


a letter, the content of such a letter and the parties 


thereto; 


(j) whether Prudential Connecticut, Prudential 


Delaware or Prudential New York was or is a party to 
or had or has any interest in or cbligation under the 
"agreement" referred to in the first paragraph of the 
letter, identifying with particularity each of the 
corporations which was or is involved, the nature and 
extent of any such interest or obligation and when and 
by what means it was obtained or assured by that cor- 
poration, specifying any documents referring or relating 
thereto; 

(k) whether Prudential Connecticut, Prudential 
Delaware or Prudential New York was or is a party to 
or had or has any obligation with respect to any "com- 
mitment" or "undertaking" referred to in the answer to 
subdivision (g} of this interrogatory, identifying with 
particularity which of the corporations was or is in- 
volved, the nature and extent any such obligation and 
when and by what means it was assumed by that corpora- 
tion, specifying any documents referring or relating 
thereto; and 


(LY whether Prudential Connecticut, Prudential 
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Delaware or Prudential New York was or is a party to or 
had or has any interest in the "'Back-to-beck' contracr™ 
referred to in the third paragraph of the letter, iden- 
tifying with particularity each of the corporations which 
was or is involved, the nature and extent of any such 
interest and when and by what means it was obtained by 
that corporation, specifying any documents referring or 
relating thereto, 
Answer; The answers to this interrcogatory are based 
on the best recollection of Mr. Nathan M. Shippee, who was 
the author of Defendant's Exhibit 44U for identification. 
(a) The original of Defendant's Exhibit 44U for 
identification was hand delivered by Nathan M. Shippee 
to the offices of W. H. Wright in the afternoon of 
January 25, 1965. 


(b) Copies of Defendant's Exhibit 44U for iden- 


tification were received by Messrs. Anderson, Willey 


and Shippee. Plaintiff is not certain whether copies 

of said Exhibit were hand delivered or mailed to Messrs. 
Anderson and Willey. Mr. Shippee setained a copy for 
his files at the time he authored the letter. 

(c) The term "the petrochemical plant proposed for 
Puerto Rico" referred to a core plant proposed for Puerto 
Rico and the satellite plants which-would be erected in 
connection with said core plant. 

(d) A proposed venture regarding a petrochemical 
facility in Puerto Rico was brought to the attention of 
Nathan M. Shippee in 1962. It is believed that the 
project was initially proposed by J. P. Coan of Omega 
Management in conjunction with the efforts of Oscar L. 


Chapman, These initial efforts were brought to the 
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attention of Nathan M. Shippce through the offices 

of E, M. Warburg and Company. The documents reforring 
to said petrochemical facility have been previously 
furnished to defendant. 

(e) The agreement was made in the airport in Tulsa, 
Oxlahoma, and was oral in nature. The parties to said 
agreement at that time and place consisted of Edvard 
Willey, W. H. Wright and Nathan M. Shippee, 

(f) The parties to the agreement were as set forth 


in Defendant's Exhibit 44U for identification. See 


answer to (e) above. 


(g) No. 

(h) Unknown, 

(i) A back-to-back contract for a PYC project was 
being sought from Phillips Petroleum Company, "th2 Kugler 
group" and perhaps Hooker Chemical Company. No such 
lett2r was obtained. 

(j) Yes; Prudential Connecticut, Prudential Delaware 
and Prudential New York were and are parties to and have 
an interest in said agreement. Initially, Prudential 
Connecticut, in 1962 and thereafter to its dissolution in 
1965, maintained an interest in saia agreement which was 
assumed by Prudential Delaware, successur in interest and 
assignee of the entire business assets at} properties of 
Prudential Connecticut, and thereafter Prudential New York 
as assignee of all the right, title and interest to Pru- 
dential Delaware's claims against Phillips Petroleum Com- 
pany as asserted in the complaint herein. The documents 
referring to said interests have been previously furnished 


to defendant, 


(k) See answer to (j) above. 

(1) Unknown. 

Interrerntory 25. Attached is a copy of a document 
previously marked Defendant's Exhibit 44T for identification, 
mhich purports to be a carbon copy of a letter dated January 
25, 1965 frem Nathan M, Shippee to William H. Wright. With 
respect to this letter, please state 

(2) whether it was prepared before, after or at 
the same time as Defendant's Exhibit 44U for identifica- 
tion; 

(b) whether the original of this letter was sent 
or delivered to William H. Wright and, if so, when, by 
whom and in what manner and whether before, after or at 
the same time as Defendant's Exhibit 44U for identifica- 
tion; 

(c) whether a copy of this letter was shown, given, 
sent or delivered to anyone other than William H, Wright 
and, if so, when, by whom and in what manner; 

(d) the nature of "the petrochemical plant proposed 
for Puerto Rico" to which the letter refers specifying 
the principal raw materials it was proposed it would use, 
the process or processes of manufacture it would employ 
and the product or products it would produce; 

(e) who were the persens who had proposed this 
"petrochemical plant", specifying when, in what manner 
and identifying any documents in which such proposal is 


described, projected or explained; 


(f) when, where and in what manner the "agrecment" 


was made to which the first line of the letter refers; 
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if oral, identify cach person present, Lf in writing, 
identify cach eerie constituting 2a part of or evi- 
dencing the "agreement"; 

(g) each of the parties to the "agreement" stated 
to be confirmed by the lettcr; 

(h) each of the differences in terms between the 
"agreement" referred to in this letter and tho "agree- 
ment" referred to in the first paragravh of the letter 
marked as Exhibit 44U for identification; 

(i) whether any "rewards" to any "participating 
parties" were ever "approved as to amount and partici- 
pation" by the four persons referred to as "we four" in 
the letter; if so, when, to whom, the nature and terms 
thereof, whether oral or in writing an?, if in writing, 
identify each document constituting a part of or evi- 
dencing such "reward" or such approval; 

(j) the nature and extent of the "undertaking” 


referred to on the last line of the letter and the name 


of each person or entity who at any time participated 
‘ therein, identifying any document in which such under- 
taking is described, proposed or explained; 

oe (k) the difference, if any, between the "under- 

taking" referred to on the last line of the letter and 
‘ the proposal for a "petrochemical plant" referred to 

hi in Defendant's Exhibit 44U for identification; 

! (1) whether Prudential Connecticut, Prudential 

Delaware or Prudential New York was or is a party to 


pong or had or has any interest in or obligation under the 


"agreement" referred to in the first line of the letter, 
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_ identifying with particularity each of the corporations 
which was or is involved, the nature and extent of any 
such interest or obligation and when and by what means 
it was obtained or assumed by that corporation, specifying 
any documents referring or relating thereto; 

(m) whether Prudential Connecticut, Prudential 
Delaware or Prudential New York was or is a party to or 
had or has any obligation with respect to any "rewards" 
or approval thereof referred to in the answer to sub- 


division (i) of this interrogatory, identifying with 


particularity which of the corporations was or is in- 


volved, the nature and extent of any such obligation 
and when and by what means it was assumed by that cor- 
poration, specifying any documents referring or relating 
thereto; and 
(n) the reasons why two separate letters (Defendant's 
Exhibit T and U for identification were written to W. H. 
Wright by N. M. Shippee on January 25, 1965, one ad- 
dressed to Mr. Wright in New York City and one in Greenwich, 
Connecticut, and one referring to a "Phillips project" and 
one containing no such specific reference, 
Answer: The answers to this interrogatory are based 
on the best recollection of Mr. Nathan M. Shippee, who was 
the author of Defendant's Exhibit 44T for identification. 
(a) Unknown, Presumably Defendant's Exhibit 44T 
for identification was prepared about the same time as 


Defendant's Exhibit 44u, 
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12 original of Defendant's Exhibit 447 fox 
identification was hand delivered by Nathan MM, Shipjice 
to the offices of William H. Wright in the afternoon of 
January 25, 1965. 

(c) Copies of Defendant's Exhibit 44T for identi- 
fication were received by Messrs. Anderson, Willey and 
Shippee. Plaintiff is not certain whether copies of 
said Exhibit were hand delivered or mailed to Messrs. 
Anderson and Willey. Mr. Shippee retained a copy for 
his files at the time he authored the letter. 

(d) The term "the petrochemical plant proposed for 
Puerto Rico” referred to a core plant proposed for Puerto 
Rico and the satellite plants which would be erected in 
connection with said core plant. 


(e) A proposed venture regarding a petrochemical 


facility in Puerto Rico was brought to the attention of 


Nathan M. Shippee in 1962. It is believed that the 
project was initially proposed by J. P. Coan of Omega 
Management in conjunction with the efforts of Oscar L. 
Chapman, These initial efforts were brought to the 
attention of Nathan M. Shippee through the offices of 
E. M. Warburg and Company. The documents referring 
to said petvochemical facility have been previously 
furnished to defendant. 

(f) The agreement was made in the airport in Tulsa, 
Oklahoma, and was oral in nature. The parties to said 
agreement at that time and place consisted of Edward 


Willey, W. H. Wright and Nathan M, Shippee. 


(g) See answer to (f) above. 


-2l-= 


EAE Ry ST ROTO A OIE TR ne a RIS AKT EA I AI RR OA IR A RE i A 


A 122 

(h) Mr. Shippee's best recollection is there were 
no differences in his understanding the term "agreement" 
as used in both letters, 

(1) No “rewards" were "approved as to amount and 
participation" by the individuals referred to in said letter. 

(j) The "undertaking" referred to the establishment 
of a petrochemical facility in Puerto Rico, including a 
core plant and satellite plants to be erected in connection 
therewith, 

(k) Mr. Shippee's best recollection is there weze no 
differences in his understanding of the term "undertaking" 
and the proposal for the establishment of a petrochemical 
facility in Puerto Rico. 

(1) Yes;see answer to Interrogatory 24 (j). 

(m) See answer to Interrogatory 24 (}). 

(n) To the best of Mr. Shippee's recollection he 
wrote the two letters to reflect his inter*st as an 
individual as well as. Prudential's interest through 
Mr. Shipree. Mr. Shippee's individual interest in the 
project was for the benefit of Prudential. 

Interrogatory 26. Attached is a copy of a document 


previously marked Defendant's Exhibit ‘55 for identification, 


b- 
it 


‘which purports to be a carbon copy of a letter dated Octob: = 


| 4, 1966 from Nathan M, Shippee to Edward J, Willey. With 


| respect to this letter, »lease state 
! (a) whether the original of this letter was sent 
to Edward J, Willey on or about October 4, 1966; 

(b) whether a copy of this letter was shown, given, 
sent or delivered t> anyone other than Edward J. Willey; 
if so, to whom, when by whom; 

(c) the nature of the claim asserted or €o be 


asserted in “the Phillips suit" to which the letcer 


a 
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refers, indicating the full name of the plaintiff or 
plaintiffs, or prospective plaintiff or plaintiffs, the 
defendant or defendants, or prospective defendant or 
defendants and the relief sought or to be sought; 

(d) indicate the full name and state of incorpora- 
tion of the corporation referred to in the letter as 
"Prudential"; 

(e) indicate the full name and state of incorpora- 
tion of the corporation whose directors are stated in the 
letter to have had a meeting on October 3, 1966 and to 
have "voted to proceed with the suit"; 

(£) whether the proposed percentages of "interest" 


referred to in the letter were the subject of any action 


by the directors or officers of Prudential Connecticut, 


Prudential Delaware or Prudential New York; if so, when, 
by whom and in what manner, identifying any documents re- 
ferring or relating thereto; 

(g) whether the "agreement" stated to be confirmed 
by Defendant's Exhibit 44U for identification had been 
modified or terminated prior to October 4, 1966; if so, 
state the action taken with respect t> it, when, by whom 
and in what manner, identifying any documents referring 
or relating to such modification or termination; 

(h) whether the "agreement" stated to be confirmed 
by Defendant's Exhibit 44T for identification had been 
modified or terminated prior to October 4, 1966; if so, 
state the action taken with respect to it, when, by whom 
and in what manner, identifying any documents referring 
or relating to such modification or termination; 


(i) the reasons for reducing the percentage par- 


2% 


er 
ticipation of W. H. Wright from 25% in January 1965 to 
a suggested 5% in October 1966; 

(j) the reasons for reducing the percentage par- 
ticipation of W. H. Wright from 25% in January 1965 to 
a suggested zero in October 1966; 

(k) the reasons for reducing the percentage par- 
ticipation of W. J. Willey from 25% in January 1965 
to a suggested 15% in October 1966; 

(1) the reasons for increasing the percentage par- 
ticipation of "Prudential" from zero in January 1965 to 
a suggested 50% or even 65% in October 1965. 

Answer: 

(a) Yes. 

(b) Unknown. 

(c) The claims asserted in the present complaint 


against the defendant. 


(d) Prudential Oil Corporation, a New York corporation, 


the plaintiff in this action. 

(e) Prudential Resources Corp., a Delaware corporation 
and sole stockholder of Prudential Oil Corporation, a 
New York corporation, the plaintiff in this action. 

(f) The minutes of the Board meetings of the 
corporations do not disclose any board action taken with 
respect to the proposed percentages of "interest" referred 
to in said letter. 

(g) Unknown. 

(h) Unknown, 

(i) =- (1) Unknown. 


othe 
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Interrogatory 27. Attached is a copy of a 

previously marked Defendant's Exhibit 56 for identification, 
which purperts to be a copy of a letter dated October 7, 196% 
from E. J. Willey to Nathan M. Shippee. With respect to this 
letter, please state 

(a) whether this letter was received by Nathan MK, 
Shippee; 

(b) whether Nathan M. Shippee at any time accepted 
the proposal of E. J. Willey contained in the letter that 
the percentage participation of E. J. Willey be reduced 
from 25% in January 1965 to 20%; if so, when, by what 
means, wnether orally or in writing and if in writing, 

identify any documents constituting or evidencing such 
acceptance; 

(c) whether at any time after October 7, 1966 
papers were "drawn up" to record the percentage parti- 
cipatiors or interests of the various persons referred 
to in the letter in any suit against Phillips Petroleum 
Company, if so, identify any h documents. 

Answers: 

(a) Yes. 

(hb) Ro, 


(ce) Ne, 


Intervogatory 28. Please identify each person who 


claims or has claimed any interest in the subject matter of 
this action or assats or has asserted the right to share in 
any recovery obtainec. herein, specifying the extent of the 
interest or share claimed by each; please identify any docu- 
ments relating or referring to any such claims or assertions 
of right to share. 
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Answer: i rest 
in the subject matter of this action. Thomas Young, Edward J, 
Willey and others have claimed interests in the proposal to 
establish a petrochemical facility in Puerto Rico as outlined 
in the complaint. Documents referring to or relating to the 
claimed interests of others have been furnished to defendant. 
In addition, re.erences to said claims are contained in trans- 
rr of testimony executed by defendant in connection with the 
'' defense of this action. 
Interrogatory 29, Has Robert B. Anderson ever directly | 
| or indirectly assigned to Prudential Connecticut, Prudential 
| Delaware or Prudential New York any interest in the subject 


matter of this action or any claim against Phillips Petroleum 


., Company? If so, when, to which corporation, by what means, 


' orally or in writing? If in writing, identify any documents 
i; constituting or evidencing such assignment. 
Answer: No. 
Interropatory 30. Has William H. Wright ever di- 
I rectly or indirectly assigned to Prudential Connecticut, 
; Prudential Delaware or Prudential New York any interest in 
| the subject matter of tris action or any claim against Phillips 
Petroleum Company? If so, when, to which corporation, by what 
: means, orally or in writing? {f in writing, identify any docu- 
| ments constituting or evidencing such assignment. 
Answer; No. 
Interrogatory 31. Has u. J. Willey ever directly or 
indirectly assigned to Prudential Connecticut, Prudential Delaware § 
or Prudential New York any interest in the subject matter of | 


this action or any claim against Phillips Petroleum Company? 
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LF so, when, to which corporation, by what means, orally or 
in writing? If in writing, identify any documents constituting 
or evidencing such assignment. 

Answer; No. 

Interrogatory 32. Has Nathan M. Shippee ever di- 
rectly, or indirectly assigned to Prudential Connecticut, 
Prudential Delaware or Prudential New York any interest in the 
subject matter of this action or any claim against Phillips 
Pecroleum Company? If so, when, to which corporation, by what 
'means, orally or in writing? If in writing, identify any docu- 
ments constituting or evidencing such assignment. 


Answer: Nathan M. Shippee has always acted on behalf 


of the Prudential corporations, of which he is and has been an 


officer and director. 

Interrogatory 33. Has Prudential Connecticut, Pru- 
dential Delaware or Prudential New York ever directly or in- 
directly assigned to Nathan M. Shippee, E. J. Willey, T. R. 
Young, W. H. Wright, R. B. Anderson, or any one or more of them 
any interest in the subject matter of this action or any claim 
against Phillips Petroleum Company? If se, when (including 
the date of any action taken by the Board of Directors approving 
such transaction), to whom, by what means, orally or in writing? 
If in writing, identify eny documents cunstituting or evidencing 
such assignment. 


Answer: Now 


s SSe$ 
COUNTY OF NEW YORK) 


NATHAN M. SHIPPEE, being duly sworn, states that he is 


‘ 


| STATE OF NEW YORK ) a 6 428 


' 
‘ 
i| 


President of PRUDENTIAL OIL CORPORATION, a corporation organized 
pursuant to the laws of the State of New York, the plaintiff 
herein; that he has read the foregoing answers and objections 

to defendant's interrogatories; and that said answers are true 


and correct to the best of his information and belief. 


Sworn to before me this 26 7” 


0g Wh al PR 
Cet Phe. 
Cc 


otary Pu 


WINA A. PARKER 
Notary Public, State of New York 
No. 31-827 


Qualified in Now York County 
Commission Expires March 30, 1972 
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The foregoing objections to interrogatories are 
| signed by 


/ Attorneys for Plaintiff 
120 Broadway 


New York, New York 
962-5600 


ie — 
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{ Dated: New “pt a a 


April { 


Opinion of Judge Edelstein April 4, 1975, 


Denying Defendant's Motion to Strike Plaintiff's Jury Demand 


A Zh 
ld GCRiQiINdaC 


UNITED STATES DISTRICT COURT 
FOR THE SOUTHERN DISTRICT OF NEW YORK 


v. ; 67 Civ. 3748 
PHILLIPS PETROLEUM COMPANY, _MEMORANDUM 


Defendant. 


EDELSTEIN, Chief Judge 


Pursuant to Fed. R. Civ. P. 39(a) Defendant has moved this 
court for an order "striking plaintiff's demand for a jury trial 
in this action on the ground that under the Seventh Amendmer: to 
the United States Constitution, as implemented by Rule 38, 
F.R.C.P., plaintiff has no right to a jury trial in this uction." 
Defendant's Notice of Motion at l. Defendant does not object to 
the timeliness of Plaintiff's jury demand. 

Plaintiff's complaint is extremely prolix; thus, for pur- 
poses of this memorandum, the court: will attempt to deal with 
the facts as alleged in this complaint as succinctly and simply 
as it can. 

Plaintiff is the assignee of the interest of a corporation 
that engaged primarily in oil exploration financing. Plaintriff 
alleges that the Economic Development Administration of Puerto 
Rico (EDA) desired the establishment of a petrochemical pro- 
duction facility on the Island of Puerto Rico in order to in- 


crease general economic growth of the Island. At the time that 


the operative events in this action occurred Puerto Rico already 


ee 
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had two oil refineries. The project undertaken by the E.D.A. 
envisaged the construction of a third refinery with satellite 
petrochemical facilities to utilize the petroleum derivatives 
from the third refinery. The project was complicated from an 
economic, financial and political standpoint. 
Plaintiff was brought into the transaction by E.D.A. on 
the recommendation of two New York City investment banking houses 
after the withdrawal from the initial promotion group of one of 
its active participants. Plaintiff undertook sponsorship of the 
project and as part of its activities: Plaintiff entered into an 
arrangement with Gefendant whereby Defendant would supply the “ 
erude oil for the project and purchase the refined products nor 
used in the petrochemical operations. Allegedly, Defendant also 
undertock to furnish consultation in the design, construction and 
operation of the project. Attached as Exhibit A to the couplaint 
is a letter from Defendant's President to Mr. N. M. Shippee, 
Chairman of Plaintiff, which states that in connection with the 
project Phillips is prepared to: (1) provide raw crude oil for 
the refinery and (2) to purchase refined petroleum products not 
ve consumed in the then contemplated petrochemical factitrios. and 
: (3) to counsel and assist Plaintiff in the design, construction 
and operation of the proposed facility. Over a period of a few 
years Plaintiff and Defendant worked closely on the project. 
Plaintiff asserts that it divulged to befendant detailed infor- 
mation thac Plaintiff had accumulated as a result of its efforts. 
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After a period of time it was determined that the plans 


for an overall petrochemical facility were not feasible in light 


of th» difficulty encountered in obtaining commitments from po- 
tential users of petrochemical products from the refinery. 
Because of this problem the plans for the project were altered 
by narrowing the project initially 'to a 'core' refinery which, 
though designed to produce the maximum yield of petrochemical 
raw materials to feed various ‘satellite’ petrochemical plants, 
would be sufficiently viable to produce larger amounts of normal 
refinery preducts during the early years when the ‘satellite' 
and other consuming plants could be installed." It was contem- 
plated that after the refinery was constructed and began opera- 
tions, petrochemical users could be attracted to build other 
manufacturing facilities. 

Plaintiff contends that in order for the entire project 
to become feasible it was necessary to obtain an allocation of 
oil imports from the Department of the Interior, the application 
for which had to be made by Phillips for reasons not relevant 
to the instant motion. It is further alleged that some time 
after the successful application for the change in the Oil Im- 
port Regulations, Plaintiff was excluded from the venture by 
Deferdant-Phillips. Phillips and E.D.A. brought the project 
to a successful conclusion. The refinery that was ultiwutely 
constructed was operated by a corporation called "Phillips 


Puerto Rico Core Co." (Core")} 


Upon these facts Plaintiff raises four claims for relief, 
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with respect to each of which Plaintiff asserts chat it has no 
adequate remedy at law. Complaint 4% 39 The first claim is, 
essentially, that "[pJursuant to the acts, representations and 
agreements between Prudential and Phillips, a joint venture was 
formed between the parties"; that pursuant to the joint venture 
Plaintiff disclosed to Defendants all of the details, ideas and 
information which made it possible for the project te be success- 
fully completed; and that Defendant has (a) misappropriated and 
wrongfully excluded Plaintiff from the fruits of the joint 
venture, (b) refused to aceount to Plaintiff for the fruits of 
© pay over ! i the business 
properties, rights and interests acquired by Defendant in its 
own name but for the account of the joint venture, and (c) by 
reason of the foregoing, Defendant has breached its agreement 


and its duty of trust and fair dealing to Plaintiff and holds 


the fruits of the venture, including the equity interest in 


Core, for the right and benefit of Plaintifé. 

For its second claim, Plaintiff alleges misappropriation 
by Defendant of ideas, data and the like Geveloped by Plaintiff 
and disclosed to Defendant pursuant to Defendant's acts, agree- 
ments and representations. Alleging that the information was 
disclosed in trust and confidence to Defendant and to be used 
solely for Plaintiff's benefit, Plaintiff states that by its 
misappropriation, Defendant inflicted upon Plaintiff wilful, 
intentional and malicious harm. 

Similar to the second claim, the third claim alleges that 
Defendant, by its acts, statements and representations intended 
to induce Plaintiff, inter alia, to disclose its data and to 
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cooperate with Defendant in obtaining the necessary permits and 
licenses, while concealing its true intention to misappropriate 
the full benefits of the project and to exclude Plaintiff. 
Plaintiff alleges that but for such deceitful conduct it neither 
would have divulged the confidential information to Defendant 
nor ccoperated with it. Finally, Plaintirf alleges that "by 
reason of the foregoing", Defendant, in ec:ity, holds the fruits 
of the project on a constructive trust for the benefit of Plain- 
itt. 

For its fourth and final claim, Plaintiff alleges thar 
it refrained from taking nay action detrimental to Defendant's 
efforts to obtain any permits, rights or the like necessary for 


the establishment of the project. Its forbearance, Plaintiff 


claims, was directly caused by the acts, representations and 


agreements of Defendant, "which creates as a fact of equity 


the right of Plaintiff to share in the fruits and benefits accruing 


therefrom." 

The structure of Plaintiff's prayer for relief reveals 
Plaintiff’s intention that its five subparagraphs are intended 
to apply to "all" of the claims theretofore raised. It reads 


as follows: 


1. That an accounting be ihnad between plain- 
tiff and defendant Phillips as tw the transactions 
had in joint venture hereinabove alleged and that 
a division be made of the respective rights and 
interests of the parties in said joint venture in 
accordance with their agreements and understand- 
ings. 


2. That upon completion of such accounting, 
judgment be entered directing Phillips to pay over 
to plaintiff all business rights, properties, in- 
terest and assets, and particularly, but not limited 
to, the equity interest in Core, which Phillips holds 
in its name but for the account and benefit of 
Prudential. 
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3. That judgment be entered directing Phillips 
to account for and pay over to plainciff all business 
rights, properties, interests and assets which it 
holds im its name but for the account and as trustee, 
constructive or otherwise, for Prudential. 


4. That judgment be entered against Phillips 
‘awarding to plaintiff recovery of all losses, damages, 
costs and expenses sustained on account of the claims 
set forth in the First, Second, Third and Fourth Claims 
herein, together with interest and reasonable attorneys' 
fees and costs and disbursements of this action, and 


5. That plaintiff be awarded such other and 
further relief as the Court may deem just and proper. 


Broadly speaking, Defendant's answer denied either the 


allegations outright or sufficient knowledge or information 


to form a belief as to the allegations of the operative para- 
graphs of the complaint. 

Against this background Defendant's motion must be viewed. 
For the reasons set forth below the court believes that claims 
properly triable to a jury exist in the instant action which 
require that Plaintiff's demand for a jury trial be upheld, 

The constitutional basis for the right to a jury trial 
is set forth in the Seventh Amenducnt: 

In Suis» at common law, where the value 

in controversy shall exceed twenty-dollars, 

the right of trial by jury shall be preserved, 

and no fact tried by a jury shall be otherwise 

reexcmined in any Court of the United States, 

thon according to the rules sf tue common law. 
The preservation of this right is reaffirmed in Rule 38(a) of 
the Federal Rules of Civil Procedure which provides that “the 
right of trial by jury as declared by the Sevench Amendment 
to the Constitution or as given by a statute of the United 
States shall be preserved to the parties inviolate." While 
few would dispute chat challenges to this right, viewed 


against the merger of law and equity in the federal courts, 
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have caused courts and commentators serious analytical diffi- 
culties over the years, the inescapable teaching of recent 
Supreme Court decisions is that there is a clear federal policy 
in light of the Seventh Amendment favoring jury trials and 
that, in doubtful cases, that policy should be favored. 

Beacon Theatres Inc. v. Westover, 359 U.S. 500 (1959); Dairy 
Queen, Inc. v. Wood, 369 U.S. 469 (1962); Ross v. Bernhard, 396 
U.S. 532 (1970); 9 C. Wright & A. Miller, Federal Practice 

and Procedure § 2302 at 21 (1971). 

In this light it is similarly inescapable that the court 
in this case must recognize the existence, at least in part, of 
legal claims, and therefore the propriety of Plaintiff's jury 
demand. Admittedly, there also exist allegations that might 
Suggest the presence, as well, of equitable claims. However, 
the Supreme Court has consistently held that where both legal 
and equitable issues are presented in the same case, and even 
where the legal issues are considered as "incidental" to the 
equitable issues, if the demand for a jury is timely and 
properly made it is to be upheld. Dairy Queen, Inc. v. Weed . 
Supra, 369 U.S. at 473. Thus, construing Beacon Theatres, the 


Fifth Circuit has stated that 


{ijt is . . . immaterial that the case 
at bar contains a stronger basis for 
equitable relief than was present in 
Beacon Theatres. t would make no 
difference if the equitable cause 
clearly outweighed the legal cause so 
that the basic issue of the case taken 
as a whole is equitable. As long as any 
legal cause is involved the jury rights 
it creates control. This is the teach- 
iy of Beacon Theatres, as we construe 
Cc. 


Thermo-Scitch, Inc. v. Chemi-Cord Process ng Corp., 294 F.2d 
enema meaner ete etry erate enn eae 
486, 491 (Sth Cir. 2961). 
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With respect to the first “claim,” it may reasonably 


be interpreted as containing “allegations of ordinary breach 


of contract," Ross v. Bernhard, supra, 396 U.S. at 542, a 
classic example of a claim cognizable at law. More importantly, 
without attempting to determine whether there exists only one 
claim in this case, despite such attempts by both parties, there 
appears first and foremost and throughout all of the claims which 
are, essentially, based upon the same set of facts, the allega- 
tions that Defendant has, either by the breach of a confidential 
relationship or through deceit, misappropriated to its own 
benefit and to the detriment of Plaintiff certain trade or 
business information developed by Plaintiff. This court agrees 
with Plaintiff's contention that this presents a legal issue 
which entitles Plaintiff to a jury trial. See, on very similar 
facts, Bruce v. Bohanon, 436 F.2d 733, 726 Goth Ciz:), cert. 
denied, 403 U.S. 918 (1971) and cases cited therein; Restate- 
ment of Torts, § 757 and comments c & f. 

Much has been said on this motion as to the type of re- 
lief sought. This court agrees that while the prayer for relie 
is not controlling it may be considered on a motion such as the 
instant one. Ross v. Bernhard, supra, 396 U.S. at 538 m. 10; 

9 C. Wright & A. Miller, Federal Practice and Procedure § 2304 
ae°Sl (1971). i/ As recited above, that prayer, which is in- 
tended to apply to all the claims contained in the complaint, 
contains « demand for, inter alia, damages. Coupled with the 
claims identified above, such a demand "completes" classic 
legal claims in contract and tort. On this basis alone, 
Defendant's motion should be denied. 
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The mere fact that Plaintiff includes in its prayer for 


relief a demand for an accounting does not alter ¢hls decision. 
As pointed out in Dairy Queen and Bruce, supra, the labels 
chosen by the pleader do not control. See, generally, 

9 C. Wright & A. Miller, Federal Practice and Procedure, § 23/07 
(1971). 

In the Bruce case, a jury trial was permitted on a 
count involving, in part, a prayer for a decree determining 
Plaintiff's right to participate with Defendant in the project 
allegedly established as a result of Defendant's misappropriation 
of Plaintiff's trade secrets and an “accounting covering all 
details pertaining to said project." Complaint at 15 (emphasis 
supplied). Unlike the instant case where the accounting is 
sought in addition to and therefore, arguably, in connection 
with damages, the only prayer for damages in Bruce appeared in 
the second count which was expressly cast "in the alternative, 
in the event the Court does not grant the equitable relief prayed 
for upon Come I. . -" Complaint at 18 (emphasis supplied). 
Thus, it may reasonably be said that, as compared to Bruce, 
the instant case presents an even stronger argument in favor of 
construing the request for an accounting as, at least in part, 
one for a money judgment, thus entitling Pla‘ntiff to a jury 
trial under the principles set forth in Dairy Queen v. Wood, 
Suprs. 

Ross _v. Bernherd, supra, of course, suggests a third con- 
sideration worthy of examination on a motion such as the one 
before the court: "the practical abilities and limitations 
of juries.” 396 U.S. at 538 n. 10. Like the Court in Dairy 

9. 
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Queen, supra, this court has not been persuaded that, upon 


proper instructions from the trial court, a jury would be in- 


capable of determining the issues given to fe. 


(1) As Professors Wright and Miller point out, to the extert that 
a particular issue may be considered either legal or equitable depending 
upon the actual remedy awarded, the Suprene Court has indicated that 
the constitutionally required solution is to have a jury decide the 


issue, "even though the court may then have to determine for itself 


whether to grant relief of a type historically equitable." 
9 C. Weight & A. Miller, Federal Practice and Procedure § 2306 at 37 
(1971) (emphasis supplied). 
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David N. Edelstein 
Chief Judge 


Dated: New York, New York 
Aveil | 4, 1975 


Notice of Motion of Defendant to Dismiss for Lack of 
Subject Matter Jurisdiction, April 3, 1975 


BEST COPY AVATLABLE 


UNITED STATES DISTRICT COURT 


SOUTHERN DISTRICT OF NEW YORK 


Phan Ae te fot es Perri. ween Ss * A 740 
PRUDENTIAL CLIL CORPORATION, : 
Pilaimtieft, « 67 Civ. 3748 (CUB) 
é -against- : NOTICE OF MOTION 
PHILLIPS PETROLEUM COMPANY, 
Defendant 
a Nm am am Sm em Ea ae ee ead 


S: i S: 3s 
PLEASE TAKE NOTICE that, upon the files and plead; 


ings in this action and the annexed affidavit of Robert 


MacCrate, ‘the undersigned will move this Court before the 


Honorable Charles L. Brieant, at the United States Courthouse 


for the Southern District of New York, at a time to be des- 
ignated by the Court for an order, pursuant to Rules 12(d) and 
12(h) (3) of the Federal Rules of Civil Procedure, dismissing 
this action for want of subject matter jurisdiction pursuant 
to 28 U.S.C. § 1359 and granting such other and further relief 
as to the Court may seem just and proper. 


Dated: New York, New York 


April 3, 1975 


Yours, etc. 


SULLIVAN & CROMWELL 


[ebac Cae 


Attorneys for Cefendan 
48 Wall Street, 


New York, New York 10005. 
(212) $52-810° 


TO: Gold, Farrell & Marks, Eses. 
595 Madison Avenue 
New York, New York 10022 


Affidavit of Robert MacCrate, April 3, 1975 


UNITED STATES DISTRICT COURT 


SOUTHEPN DISTRICT OF NEW YORK 


PRUDENTIAL OIL CORPORATION, 
Plaintiff, : 67 Civ. 3748 (CLB) 


-against- : AFFIDAVIT OF 
ROBERT MacCRATE 


PHILLIPS PETROLEUM COMPANY, 


Defendant. 


STATE OF NEW YORK 


COUNTY OF NEW YORK 


Robert MacCrate, being duly sworn, states: 
1. I am a member of the Bar of this Court and a 


member of the firm of Sullivan & Cremwell, attorneys for 


defendant Phillips Petroleum Company ("Phillips"). I have had 


personal charge of the defense of this action since its in- 
ception, and am fully familiar with the prior proceedings and 
pretrial discovery. 

: 2. This affidavit is submitted in support of 
defendant Phillips' application and motion to dismiss this 
action for want of subject matter jurisdiction, pursuant to 
Rules 12(d) and 12(h) (3) of the Federal Rules of Civil Pro- 
cedure. Dismissal is sought on the ground that plaintiff 
Prudential Oil Corporation ("Prudential New York") has, by 
collusive assignment, been improperly made a party to this 


action in violation of 28 U.S.C. § 1359. 


The Pleadings A 


3. The complaint in this action alleges 
of action all of which seek equitable relief under the laws 
of the State of New York. Briefly, the complaint alleges 
that plaintiff Prudential New York is the assignee of all 
claims asserted in the complaint by assignment from Prudential 
Equities Corp., a Delaware corporation ("Prudential Delaware"), 
which in turn was the assignee and successor in interest to 
Prudential Oil Corporation, a Connecticut corporation 
("Prudential Connecticut"); that during the years 1962 and 


1963 defendant Phillips and Prudential Connecticut entered 


a joint venture for the creation of a refinery and petro- 


chemical facilities in Puerto Rico; that Prudential Connecticut 
disclosed confidential proprietary information to Phillips 

and took and forebore from taking a variety of other action’; 

in reliance on the alleged joint venture; and that thereafter 
Phillips appropriated the fruits of the alleged joint venture 
for its own account. 

4. The complaint prays that an accounting be 
ordered and that Phillips be directed to pay over to plaintiff 
all of its equity interest in Phillips Puerto Rico Core, Inc. 
("Core") and that Phillips be declared to hoid its interest 
in Core as constructive trustee for plaintiff. 

5. The complaint does not allege, nor does it 
purport to allege, any claims for relief under the Con- 
stitution or laws of the United States. The sole basis for 
this Court's jurisdiction is the alleged diversity of citizen- 


ship between the parties pursuant to 28 U.S.C. § 1332(a). 


6. 
complaint on October 19, 19€7, stating as a defense that plain- 
tiff Prudential New York had been collusively mace a party to 
this suit, and that consequently subject matter jurisdiction 
was wanting under the provisions of 28 U.S.C. § i359. 
Subsequent Proceedings 

7. Following joinder of issue extensive discovery 
_was had by both parties to this action, including the taking 
of testimony and the production of documents. To date all 
Giscovery in this matter has been concluded with the exception 
of plaintiff's answers to defendant's interrogatories con- 
cerning proposed expert testimony to be presented at trial. 


8. On December 1, 1969 plaintiff initiated a 


second action against Phillips in the Supreme Court of the 


State of New York, New York County Index No. 18661/69, 
prudential oil Corporation v. Phillips Petroleum Company. 
The complaint in that action, with the exception of the juris- 
dictional allegations, is in all respects identical to the 
complaint filed in this action. By order dated January 16, 
1970, all proceedings in the New York action were stayed 
pending final disposition of this suit. 

9. On October 5, 1973 defendant Phillips filed 
a motion with this Court to strike plaintiff's demand for a 
jury trial on the ground that all relief sought by the com- 
plaint is equitable in character. The motion was argued on 


December 3, 1973, and is still pending before this Court. 
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10. Prior to July, 1974 the parties developed an 
agreed "statement and issue concerning jurisdiction", 
"stipulation of facts" and "statement of the issues to be 
tried" for inclusion in a pretrial order to be entered in this 
action. These agreed portions of the proposed pretrial order 
are annexed to this affidavit as Exhibit 1. The issue con- 
cerning jurisdiction as formulated by the parties concerns the 
subject matter jurisdiction of this Court. Defendant respect- 
fully prays that this issue be determined by the Court prior 
to trial in accordance with Rules 12(d) and 12(h) (3) of the 


Federal Rules of Civil Procedure. The following statement 


in support of defendant's motion to dismiss for want of subject 


matter jurisdiction is based on the agreed stipulation of facts 
referred to above and upon plaintiff's answers to pretrial 
interrogatories and to requests for admission. 
Origins of the Action 

ll. This action arises out of conversations and 
exchanges of correspondence between officers and employees 
of Phillips and certain persons associated with Prudential 
Connecticut. The conversations and exchanges of correspe:ndence 
took place during the years 1962 and 1963, and are alleged by 
plaintiff to have given rise to a joint venture between 
Phillips and Prudential Connecticut for the creation of a 
refinery and petrochemical facilities in Puerto Rico. 

12. Prudential Connecticut was organized on 
October 30, 1959 under the laws of the State of Connecticut, 
and had its principal places of business, successively, in 


Greenwich, Connecticut and New York City. Phillips is a 


A 


corporation organized and existing under the laws of the State 
of Delaware, with its principal place of business in Bartles- 
ville, Oklahoma. Phillips’ business is that of an integrated 
petroleum enterprise engaged in every phase of the petroleum 


industry and in various petrochemical activities. 


Reorganization of Prudential Connecticut 
As Prudential Delaware 

13. On March 1, 1965 a new Prudential Oil Corpora- 
tion ("Prudential Delaware") was organized under the laws of 
the State of Delaware. 

14. Three months later, on May 26, 1965, the stock- 
holders of Prudential Connecticut voted to dissolve their cor- 
poration and reorganize as Prudential Delaware. Accordingly, 
the stockholders voted to transfer all assets and liabilities 
of Prudential Connecticut to Prudential Delaware in exchange 
for the latter's outstanding stock, to be distributed to the 
stockholders of Prudential Connecticut on a share-for-share 
basis. On the same day the stockholders of Prudential Delaware 
voted to acquire all the assets and liabilities of Prudential 
Connecticut in a share-for-share exchange of stock. 

15. As of June 30, 1965 Prudential Connecticut 
executed a general indenture of conveyance, assignment and 
transfer of property (without specification of specific pro- 
perty) to Prudential Delaware. Also as of June 30, 1965 


Prudential Delaware executed an indenture of assumption of 


liabilities (without specification of specific liabilities) 


in favor of Prudential Connecticut. 
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16. Cn November 12, 1965 Prudential Cornecticut 
filed a certificate of dissolution. 


Alleged Assiaqnment of the Claire /n_Suit fror 
Prudential Delarare to Prucaen.. i ‘ew York 


17. Shortly after the iissolution of Prudential 
Connecticut, on December 21, 1965, Prudential Drilling Funds, 
Inc. ("Prudential Funés") was incorporated in Delaware. Six 
months later, on June 29, 1966, the board of directors of 
Prudential Delaware voted to transfer all of the company's 
assets relating to its business in the inanagement Of oil 
and gas drilling funds to Prudential Funds in exchange for all 
the issued and outstanding stock of Prudential Funds and the 
assumption by Prudential Funds of certain liabilities of 
Prudential Delaware. The board also voted to retain to 


Prudential Delaware all right, title and interest in any 


other business in which it was engaged. 


18. On the same day Prudential Delaware's boar«u 
of directors took the following further action: 

a. authorized and directed the officers 
of Prudential Delaware to form a new subsidiary 
under the name of Prudential Oil Corporation under 
the laws of the State of New York; 

b. authorized the transfer to Prudential 
New York, in exchange for all the capital stock 
of Prudential New York, of all obligations, rights 
and claims of Prudential Delaware with respect to 
the joint venture, and with respect to the promotion, 
financing and development of petrochemical companies 
related to or associated with the joint venture with 
Phillips Petroleum Company; and 

c. voted to change the name of Prudential 


Delaware to Prudential Equities Corp. 


19. On July 12, 1966 Prudent: 
incorporated by Nathan M. Shippee, the chairman of 
Delaware. The next day Shippee, as incorporator, elected 
himself and Patricia Morel, his secretary, as directors of 
Prudential New York; Shippee and Morel then elected themselves 
officers of Prudential New York. (See Defendant's Request 
for Admission, item 19, dated January 21, 1971.) 

20. On July 13, 1966, the directors of Prudential 
New York voted to "acquire al’ the rights and claims of 
Prudential Oil Corporation, a Delaware corporation, with 


respect to the joint venture with Phillips Petroleum Company, 


and with respect to the promotion, financing and development 


of petrochemical companies relating to or associated with the 
joint venture with Phillips Petroleum Company, together with 
the use of the name of Prudential Oil Corporation, in exchange 
for 20,000 shares of Common Stock, par value $1 per share, 

of the Corporation and assumption by the Corporation of any 
obligations of Prudential Oil Company {sic], a Delaware 
corporation . .. with respect to said joint venture." This 
was the sole consideration paid by Prudential New York to 
Prudential Delaware. 

21. On the same day, Nathan M. Shippee on behalf of 
Prudential Delaware executed a general indenture of conveyance, 
assignment and transfer to Prudential New York, which states 
that Prudential Delaware was transferring "the name "Prudential 
Oil Corporation' and the use of said name, and the right, title 
and interest of the Grantor Prudential Delaware in and to 


the joint venture with Phillips Petroleum Compan) in respect 


of the rroject for a petrochemical complex in Puerto Rico, 
including all business properties and interests in connection 


therewith, including, without limitation, the promotion, 


financing and developmert of petrochemical companies relating 


to or associated with the joint venture with Phillips Petro- 
leum Company, and any and all claims, rights or causes of 
action accruing or arising from any or all of the foregoing." 

22. Also on July 13, 1966, Nathan M. Shippee on be- 
behalf of Prudential New York executed an indenture of assump- 
tion of liabilities from Prudential Delaware which recited 
that Prudential New York would "assume payment of any and all 
liabilities and performance of any and all obligations of 
Prudential Delaware accrued to or existing at the date hereof, 
of whatsoever nature or character, whether absolute or con- 
tingent, arising out of or in connection with the said joint 
venture with Phillips Petroleum Company in respect of a pro- 
ject for a petrochemical complex in Puerto Rico.” 
Authorization by Prudential Delaware of the Bringing of 
This Lawsuit by Its Wholly-Owned Subsidiary Plainti 
Prudential New Yor 

23. On October 3, 1966, the board of directors 
of Prudential Delaware (whose nae had been changed to 
Prudential Equities Corp.) authorized and directed the proper 
officers of Prudential Delaware, at such time as they deemed 
it advisable and in the best interests of Prudential Delaware, 
to commence a legal proceeding against Phillips by and in the 
name of Prudential New York and to take such further action, 
including retaining counsel, and executing and delivering all 
such further instruments as they deemed necessary, proper 


or convenient. 


of Prudentia 

officers of Prudential New York, acting for 

are authorized and directed to take all steps necessary or 
advisable in the best interest of Prudential Delaware and 
Prudential New York to commence suit against Phillips, includ- 
ing the retention of all counsel deemed necessary by the pro- 
per officers of Prucential New York “in order to recover the 
property rights of [Prudential New York] in and to the petro- 
chemical complex in Puerto Rico, presently administered by 
Phillips Petroleum Company” 


25. At the same meeting the executive committee 


of Prudential Delaware also voted to ratify and confirm "the 


retention of the law firm of Robert Conrad, Esq. of Washington, 
D.C. and Palmer, Searles, Delaney & Shaw of New York City by 
(Prudential New York] to work with the office of Burton hk. 
Abrams, counsel for [Prudential Delaware], for the purpose of 
commencing the said suit against Phillips Petroleum Compan 
26. In the course of the discovery proceedings 
plaintiff Prudential New York produced a copy of the minutes 
of the executive committee meeting of Prudential Delaware of 
September ll, 1967 referred to above in paragraphs 24 and 25. 
A copy of these minutes is annexed to this affidavit as 
Exhibit 2. The minutes recite that plaintiff Prudential 
New York was, at the time of the meeting, a subsidiary of 


Prudential Delaware. 


In its answers to pretrial interrogatories plaintiff 
acknowledged that the property rights were in actuality 
the property of its parent corporation, Prudential 
Delawa Plai 


hs prior to the 


Phislips, and William 

connection with 

the Phillips officers in which claims substantially 

those stated in the complaint in this action were 
(See Shipree pretrial deposi 


complaint was marked as Defendant's 


poration, and Cscar L. Chapman as 


complaint indicates that the action was to be brought 


"THE SUPREME COURT OF NEW YOPK, NEW YORK COUNTY". 


Prudential New York Has No Business Except the 
Prosecution of this Action 


29. The answers given by plaintiff to pretrial 
interrogatories establish the lack of substance to plaintiff’ 
corporate existence. The sole business of Prudential New 
York is the prosecution of this action and it transacted no 
business from the date of its incorporation on July 12, 1966 
until the institution of this action (Plaintiff's answers 
te interrogatories 3(a)-(e) swor: to April 26, 1971) 


Prudential New York maintains no books of account. 


Ss 


(Plaintiff's answer to interrogatory 4 (cf. answer to interro- 
gatory 5) swoin to April 26, 1971) The only assets which 
Prudential New York ever has had since its incorporation are 
the alleged rights and claims asserted in this action and the 
right to use the name Prudential Oil Corporation. (Plaintiff's 
answers to interrogatcries 6 and 7 sworn to April 26, 1971) | 


Conclusion 


30. The foregoing facts establish that: 


a. This action has keen since its in- 
ception under the direct control of Prudential | 
Delaware; 

b. Prudential Delaware has had a direct and 
immediate financial stake in the outcome of this 
action, and would participate through Prudential 
New York in any recovery which might be had in 
this action; 

c. Prudential Delaware has had the power 

7 Since the inception of this action to compel the 
delivery to it of the fruits, if any, of this 
action; 

dad. The creation of Prudential New York with- 
out corporate substance by and at the direction 
of Prudential Delaware and the collusive assignment 
from Prudential Delaware to Prudential New York 
of the claims in suit were undertaken for the pur- 


pose of invoking the diversity jurisdiction of - 


this Court pursuant to 28 U.S.C. § 1332(a); and ~| 
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e. Prudential New York has been nothing more than 
a hollow agency of Prudential Delaware for the 
collection of the award to which the complaint alleges 
Prudential New York is entitled. 

WHEREFORE, defendant Phillips respectfully prays 
that this Court enter an order dismissing this action for 
want of subject matter jurisdiction pursuant to Rules 12(d) 
and 12(h) (3) of the Federal Rules of Civil Procedure and 


in accordance with 28 U.S.C. § 1359. 


Sworn, to pen ce me this 


3 Ad day of ‘peel » 1975 


"} 


Notary Public 


IRENE K. MENTEL 
Notary Public, State of New York 
Residing in Queens County 
Queens Co. Cik's No. 41- 7303895 
Certiticate Filed in 
New York Co. Cikis 
Commission Expires Marah 30, 1976 


Exhibits Annexed To the April 3, 1975 
Affidavit of Robert MacCrate 


UNITED STATES DISTRICT COURT 


SOUTHERN DISTRICT OF NEW YORK 


PRUDENTIAL OIL CORPORATION, 
Plaintiff, 
-against- 67 Civ. 3748 (CLB) 
PHILLIPS PETROLEUM COMPANY, PROPOSED PRETRIAL 


r ORDER 
Defendant. 


1. Statement and issue concerning jurisdiction. 


a. Plaintiff Prudential Oil Corporation 


("Prudential New York") is a New York corporation. [It 
asserts claims as the assignee of Prudential Oil Corpora- 
tion, a Delaware corporation ("Prudential Delaware"), 
which it is alleged by plaintift succeeded to such claims 
from Prudential Oil Corporation, a Connecticut corpora~ 
tion ("Prudential Connecticut"). Defendant Phillics 
Petroleum Company is a Delaware corporation with its 
principal place of business in Bartlesville, Oklahoma. 

b. Subject matter jurisdiction is invoked by plain- 
tiff on the basis of alleged diversity of citizenship and 
that the amount in controversy exceeds the sum of $10,000 
pursuant to 28 U.S.C. § 1332 (a). 

ec. Defendant by the second defense in its answer 
asserts that the Court has no jurisdiction over the sub- 
ject matter of the action pursuant to 28° US:C.. §° 12359. 

d. The issue as to subject matter jurisdiction is 
whether plaintiff -Prudential New York by assignment has 


been improperly or collusively made a party to this 
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action to invoke the jurisdiction of this Court. 

2. Stipulated facts. For purposes of this action 
without conceding the admissibility on grounds of relevancy 
or materiality, the parties have stipulated that the follow- 
ing facts are not in dispute. The parties may offer other 


and further evidence concerning the matters herein stipulated. 


A. The Parties 

(1) Prudential Connecticut was organized on 
October 30, 1959, under the laws of the State of 
Connecticut and its certificate of organization was 
filed November 12, 1959. Until October 1, 1962 the 
principal place of business was in Greenwich, 

opened an office in New York 

City which was thereafter its principai place of 
business. 

(2) Prudential Delaware was organized on March 
1, 1965, under the laws of the State of Delaware. 
On May 26, 1965 the stockholders of Prudential Dela- 


ware voted to acquire all property and assets and 


liabilities of Prudential Connecticut in a share-for- 


share exchange of stock effective as of June 30, 1965. 
(3) On May 26, 1965 the stockholders of Pruden- 

tial Connecticut voted to reorganize as Prudential 

Delaware, to dissolve Prudential Connecticut as of 

June 30, 1965 and to transfer the entire assets, 

liabilities and good will of Prudential Connecticut 

to Prudential Delaware as of June 30, 1965, and that 


each shareholder cf Prudential Connecticut should 
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receive one share of stock in Prudential Delaware 
for each share held in Prudential Connecticut. 

(4) A certificate of dissolution of Prudential 
Connecticut was filed on November 12, 1965. 

(5) Prudential Drilling Funds, Inc. ("Prudential 
Funds") was incorporated in Delaware on December 21, 
1965. Its name was changed to Prudential Funds, Inc. 

Exhibit 1 on August 5, 19¢6. 

(6) On July 13, 1966 the shareholders of Prudential 
Delaware voted to change its name from "Prudential Oil 
Corporation" to "Prudential Equities Corp." and the 
minutes of the shareholders meeting recite that the 
change was "to reflect more accurately the business of 
the corporation." This change was duly effected on July 
15, 1966. On June 2, 1969 the name of Prudential Dela- 
ware was further changed to "Prudential Resources Corp." 

(7) Plaintiff Prudential Oil Corporation 
("Prudential New York") is a New York corporation 
which was incorporated on July 12, 1966. 

(8) Defendant Phillips Petroleum Company 
("Phillips") is a Delaware corporation with its principal 
place of business in Bartlesville, Oklahoma. At all 
times the business of Phillips was that of an integrated 


petroleum enterprise engaged in every phase of the 


petroleum industry and in various petrochemical activi- 


ties, including exploration for and production of 
crude oil, natural gas and natural gas liquids; 
transportation of crude oil from wellhead to refinery; 
refining and processing of crude oil and unfinished 


oils into a broad range of by-products, including 
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gasoline, aviation fuel, petrochemical intermediates, 
and petrochemicals; and the transportation and 


marketing of refined products and petrochemicals. 


B. Assignment cf Claims 


(9) As of June 30, 1965 a general indenture 
of conveyance, assignment and transfer of property 
bar and assets from :rudential Connecticut to Prudential 
Exhibit 1 
Delaware, without specification of specific property 


and assets, was executed by Prudential Connecticut. 


Also as of June 30, 1965 an indenture of assumption 


of liabilities taken over by Prudential Delaware 


from Prudential Connecticut, without specification 
of specific liabilities, was executed by Prudential 
Delaware. 

(10) On June 29, 1966, the board of directors 
of Prudential Delaware took the following action: 

(a) approved and authorized the transfer by 
Prudential Delaware to Prudential Funds of all of 
Prudential Delaware's assets relating to its business 
in the management of oil and gas drilling funds, 
including its fiscal agency for "the Prudential 
Drilling Funds" in exchange for all of the issued 
and outstanding stock of Prudential Funds and the 
assumption by Prudential Funds of certain liabilities 
of Prudential Delaware with Prudential Delaware 
"retaining to itself, all of the right, title and 
interest of (Prudential Delaware] in and to any 
business unrelated to the manag tient of oil and 


gas drilling funds". The business of Prudential 
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Funds consists of publicly offering unit participations 


in and administering oil and gas exploration and 
development programs known as the “Prudential 
Drilling Furd Programs", which proviae facil.ties 
for co-ownership and participation by individuals 
in high income tax brackets in oil and gas drilling 
ventures. 

(b) voted to change the name of Prudential 
Delaware to Prudential Equities Corp. 

(c) authorized the transfer to Prudential 
New York, in exchange for all the capital stock of 
Prudential New York, of "all obligations, rights and 
claims of the Corporation with respect to the joint 
venture, and with respect to the promotion, financing 
and development of petrochemical companies re.ated to 
or associated with the joint venture with Phillips 
Petroleum Co. and, upon the effectiveness of the 
aforementioned change of name of the Corporation, 
the use of the name of the Corporation, Prudential 
Oil Corporation". 

(d) authorized and directed the officers of 
Prudential Delaware to form a new subsidiary under 
the name c‘% Prudential Oil Corporation under the laws 
of the State of New York. 

(11) On July 13, 1966 Nathan M. Shippee as the 
incorporator of Prudential New York elected himself 
and Patricia R. Morel as the directors of Prudential 
New York until the first annual meeting of share- 
holders, or until their successors were elected and 


qualified. On the same day the directors of Pruden- 
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tial New York elected the following officers of the 
corporation: Nathan M. Shippee - President and 
Treasurer; Patricia R. Morel - Vice President and 
Secretary. 

(12) On July 13, 1966, the directors of 
Prudential New York voted to "acquire all the rights 
and claims of Prudential Oil Corporation, a Delaware 

Exhibit 1 
corporation, with respect to the joint venture with 
Phillips Petroleum Company, and with respect to the 
promotion, financing and development of petrochemical 
companies relating to or associated with the joint 
venture with Phillips Petroleum Company, together 
with the use of the name of Prudential Oil Corporation, 
in exchange for 20,000 shares of Common Stock, par 
value $1 per share, of the Corporation and the 
assumption by the Corporation of any obligations 
of Prudential Oil Company [sic], a Delaware corpora 
tion, of any obligations with respect to said joint 
venture, the same to be effective as of the close of 
business on July 13, 1966" and voted that "the 
proper officers of this Corporation be, and they 
hereby are, authorized and directed to issue to 
Prudential Oil Corporation, a Delaware corporation, 


(name being changed to Prudential Equities Corp.) 


certificates evidencing 20,000 shares of fully paid 


and non-assessable shares of Common Stock of the 
Corporation upon delivery of the aforementioned 
consideration to this Corporation" and that “the 
aforementioned consideration to be received by the 


Corporation in exchange for the 20,000 shares of 


Common Stock, par value $l per share, of this 
Corporation be, and the same hereby is, adjudged 
and declared to be of a value of at least $20,000, 
and to be necessary for the business and in the 
best interests of this Corporation”. 

(13) On July 13, 1966, Nathan M. Shippee on 
behalf of Prudential Delaware executed a general 
indenture of conveyance, assignment and transfer to 
Prudential New York, which states that Prudential 
Delaware was transferring "the name 'Prudenti 
Oil Corporation' and the use of said name, and the 
right, title and interest of the Grantor Prudential 
Delaware in and to the joint venture with Philliss 
Petroleum Company in respect of the project for a 
petrochemical complex in Puerto Rico, including all 
business properties and interests in connection 
therewith, including, without limitation, the pro- 
motion, financing and development of petrochemical 
companies relating to or associated with the joint 
venture with Phillips Petroleum Company, and any 
and all claims, rights or causes of action accruing 
or arising from any or all of the foregoing." Also 
on July 13, 1966, Nathan M. Shippee on behalf of 
Prudential New York executed an indenture of assump- 
tion of liabilities from Prudential Delaware which 
recited that Prudential New York would "assume 


payment of any and all liabilities and performance 


of any and all obligations of Prudcntial Delaware 


accrued to or existing at the date hereof, of what- 


soever nature or character, whether absolute or 


A 160 


contingent, arising out of or in connection with 
the said joint venture with Phillips Petroleun 
Company in respect of a project for a petrochemical 
complex in Puerto Rico, including, without limita- 
tion, the promotion, financing and development of 
petrochemical companies rel “ing to or associated 


with the said joint venture with Phillips Petroleum 
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Company." 

(14) On October 3, 1966, the Board of Directors 
of Prudential Delaware (whose name had been changed 
to Prudential Equities Corp.) authorized and directed 
the proper officers of Prudential Delaware, at such 
time as they deemed it advisable and in the best 
interests of Prudential Delaware, to commence a legal 
proceeding against Phillips by and in the name of 
Prudential New York and to take such further action, 
including retaining counsel, and executing and 
delivering all sucn further instruments as they 
deemed necessary, proper or convenient. 

1l, 1967 the Executive Committee of Prudential Delaware 
adopted a resolution that the proper officers of 
Prudential New York, acting for that corporation, are 
authorized and directed to take all steps necessary 

or advisable in the best interests of Prudential 
Delaware and Prudential New York to commence suit 
against Phillips, including the retention of all 
counsel deemed necessary by the proper officers of 
Prudential New York “in order to recover the property 
rights of [Prudential New York] in and to the 


petrochemical complex in Puerto Rico, presently 
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administered by Phillips Petroleum Company" and 
adopted a further resolution ratifying and con- 
firming "the retention of the law firm of Robert 
Conrad, Esq. of Washington, D.C. and Palmer, Searles, 
Delaney & Shaw of New York City by [Prudential New 
York] to work with the office of Burton M. Abrams, 
counsel for [Prudential Delaware], for the purpose 

Exhibit 1 of. commencing the said suit against Phillips 

Petroleum Company.” 
C. The Interest of EDA in Promoting Industries and a 
Third Refinery 

(15) In 1942 the Puerto Rican Government 
commenced a program known as "Operation Bootstrap” 
to encourage industrial and commercial development 
in Puerto Rico with the objective of creating job 
opportunities on the Island. Since its establishment 
in 1950, the Economic Development Administration 
("EDA") has administered this program. 

(16) As of March 1961, when Rafael Durand suc- 
ceeded Teodoro Moscoso as Administrator of EDA, there 
were two existing oil refineries in Puerto Rico which 
had been constructed during the early 1950's as a 
part of "Operation Boctstrap”. 

(17) During the first half of 1961 the officials 
of EDA prepared to encourage the location in Puerto 
Rico of a refining and petrochemical facility and 


thus encourage the expansion of the petrochemical 


industry of Puerto Rico. Such program was conceived 


as part of "Operation Bootstrap" to compensate for 


the lack of indigenous raw materials in Puerto Rico 
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necessary to support industrial growth. The products 
of such a facility were looked upon as intermediate 
products which ultimately would be used to produce a 
large variety of consumer products, thus forming the 
basis of new diverse industries and resulting in sub- 
stantially increased employment in Puerto Rico. 
D. Petroleum, Its Basic and Intermediate Processing, Its 
Exhibit 1 Products, and the Associated Industrial Activities 
(18) Petroleum -- 

(a) Petroleum ("crude" or "crude oil") as it comes 
from the ground is a mixture of thousands of different 
compounds that range from extremely light gases to semi- 
solid materials at ordinary room temperatures, such as 
asphalt or paraffin wax. The gases are dissolved to 
some extent in the other components of crude oil because 
of the extreme pressure to which petroleum is subjected 
in the ground. Likewise, paraffin wax is dissolved in 
the so-called paraffinic crudes but can be removed by 
combinations of refrigeration and filtration or by the 
application of selective solvents to appropriate fractions 
of crude oil. As a liquid, petroleum may be as black and 
thick as melted tar, or as colorless and thin as water. 
Its characteristics depend entirely upon the particular 
oil field from which it comes. 

(b) Chemically, crude oil is largely composed of 
hydrocarbons. These are compounds of hydrogen and carbon 


but they have substantially different characteristics 


from those of hydrogen (a light, colorless, odorless gas) 


and carbon (a black solid) which combine in various pro- 


portions to form the hydrocarbons. In addition, crude 
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oil often contains sulfur, either uncombined or present 
as a part of certain hydrogen-carbon-sulfur compounds, as 
well as metals and nitrogen. 

(c) The four major groups of petroleum hydro- 
carbons are paraffins, naphthenes, aromatics and 
olefins. Olefins do not normally occur in crude oil 
in signifi neentrations, but result from certain 
refinery processes. 

(i) Paraffins -- The paraffins, often 
called alkanes, occur as chain structure hydro- 
carbons (which refers to their molecular 
structure, the arrangement of the atoms in the 
hydrocarbon molecule). Paraffin hydrocarbons in- 
clude the following: methane, ethane, propane, 
butane and pentane. Methane, ethane and propane, 
which are gases at room temperature, are used for 
industrial and domestic fuel and as feedstocks 

for further processing into petrochemical compounds, 

including acetylene, ethylene and propylene. 

Butane, also a gas at room temperature, is used 

as gas for heating and cooking and in blended 

gasoline. Pentane, which at room temperature 

may be either a gas or liquid, is used in 

gasoline. In regard to the form of hydrocarbons, 

the following rule usually prevails: the lower 


the molecular weight of the hydrocarbon, the 


lower its boiling point. In turn, the boiling 


point of a hydrocarbon determines its condition 
as a gas, liquid or solid, at ordinary room 


temperatures and pressures. Paraffinic hydro- 


carbons are called "normal" when their carbor 1 64 


atoms are arranged in a straight-chain con- 


figuration. In the case of butane and pentane, 
it is possible to have two or more distinct 
compounds having the same number of hydrogen 

and carbon atoms. These variations, known 

as isomers, are characterized Ly a different 
arrangement’ of the atoms within the molecule. 

‘ Exhibit 1 (ii) Olefins -- Olefins resemble the paraffins 
So aK § except that the olefin molecules have two or more 
less hydrogen atoms and contain one or more 
chemical "double bonds" between two of the carbon 
atoms and thus are referred to as unsaturated 
hydrocarbons. For example, the olefin butylene 
is similar to butane, a paraffin, except that 

two of the hydro sen atoms of the butane molecule 
have been replaced by a double bond between two 
carbon atoms. As is the case with paraffins, by 
re-arrangement of the atoms within the molecule 
there can be isomers of the olefins. An isomer 


of butylene would be isobutylene. It has the 


same number of carbon and hydrogen atoms in its 
molecule, but they are not arranged ina straight 
"chain". The chain is "branched" by having one 
carbon atom attached to the middle of three 
carbon atoms in the straight chain. There are 
also olefin-type compounds containing more than 
one double bond. These are called di-olefins, 

as in the case of butadiene, which has two double 


bonds. Each double bond replaces two nydrogen 


atoms. Buteciene is an ingredient for the manu- 

facture of synthetic rubber and plastics. A 16S 
(iii) Naphthenes -- Naphthenes, which are also 

referred to as cycloparaffins, have their carbon 

atoms arranged in a ring. By removing two hydrogen 

atoms from each of the ena carbon atoms of a 

paraffin chain and joining the two ends together, 


thereby closing the ring, a naphthene hydrocarbon 


is formed. Cycicnexane is an important naphthene 
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which serves, among other uses, aS a Major raw 
material for the production of nylon Cyclenexane 
is usually produced commercially by the hydrogena- 
tion of benzene, as later described. Conversely, 
aromatics can be produced by dehydrogenation of 
benezene and of naphthenes as described in the 
following paragraphs. 

(iv) Aromatics -- The term aromatics was ori= 
ginally applied to benzene and its derivatives be- 
cause of their characteristic cdor. Aromatics are 
a further family of hydrocarbons with a ring-type 
arrangement of atoms within the molecule. Moreover, 
naphthenes may be converted into aromatics by re- 
moval of hydrogen. The basic structure of aromatics 
is typified by benzene, but the aromatics include 
many hundreds of related compounds, for example, 
toluene (methyl benzene) and xylene (dimethyl 
benzene). Aromatics are produced in very substan~ 
tial quantities for use in aviation and automotive 
fuels and as basic ingredients for various chemical 


yroducts. Ethyl-benzene, meta-xylene, ortho-~ 
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xylene and para-xylene are all examples of comnts 
which are important petrochemical building blocks. 

Para-xylene is, for example, a principal raw 

material in polyester synthetic fibers, ethyl- 

benzene is coverted by simple dehydrogenation to 

styrene, an important component of several plastics 
and synthetic rubber, and ortho-xylene is a princi- 
pal feedstock for manufacture of phthalic anhydride, 

a component of alkydresins and plasticizers for 

polyvinyl chloride. 

{A} Ail of the above-mentioned Cx, aromatics are 
normally produced commercially by physical separation of the 
various isomers from the mixed eight carbon atom (Cg) aromatic 
stream obtained by catalytic reforming and selective solvent 
extraction of hydrocarbon fractions. The separation of the 
various Cg, aromatics is performed by physical means 
distillation and crystallization. In addition, catalytic 
isomerization of Ce aromatics may be used to increase yields 
of desired isomers at the expense of others. Isomerization is 
often used for increase the yield of paraxylene, a principal 
raw materiai for polyester synthetic fibers. 

(B) There is another special class of aromatic 
hydrocarbons called poly-nuclear aromatics, in which two or 
more benzene rings share at least two carbon atoms on one 


side of the ring in common. These include naphthaiene (two 


ring structure) and anthracene and phenanthrene (three ring 


structures) and their homologs. The most important of these 
materials commercially is naphthalene. the substance of which 
the common mothball is comprised. Naphthalene was originally 


derived principally from coal tar and its main use was for 


oxidation to produce phthalic-anhydride. During the 1950's 
processes were developed for manufacturing naphthalene from 
petroleum to supplement the growing demand for naphthalene from 
coal tar. As increased use of PVC resins required growing 
volumes of phasticizers based on phthalic-anhydride, the de- 
mand for this material was increasing rapidly during the latter 
1950's and early 1960's. Phthalic-anhydride can also be pro- 
duced by oxidation of ortho-xylene, and in fact, some phthalic- 
anhydride plants were built which had the capacity of pro- 
cessing alternatively naphthalene or ortho-xylene feedstocks, 
or mixtures of the two. 

(C) About concurrent with the development of commer- 
cial processes for manufacture of naphthalene from petroleum, 
the oxidation of ortho-xylene to phthalic-anhydride was de- 
veloped to the extent that it become economically preferable 
to oxidation of naphthalene either from coal tar or a petro- 
leum source. Consequently, most phthalic-anhydride plants 
built after the early 1960's are designed principally for 
ortho-xylene feeds, and commercial petrochemical operations 
have been oriented toward increasing supplies of petroleum 
based ortho-xylene rather than petroleum derived naphthalene. 
Both feedstocks, however, are still used extensively in 


phthalic-anhydride manufacture. 


(19) Basic Processing of Crude Oil -- 


(a) Distillation -- Petroleum refining begins 


with the distillation of crude oil into fractions or 
cuts of different boiling ranges. Crude oil is a 
mixture of thousands of hydrocarbons of different 
molecular sizes, structures and boiling points. 


Since a hydrocarbon's boiling point is substantially 


related to the size of its molecule, separation 
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by boiling points (distillation) also results in 
separation by hydrocarbon molecule size. 
(i) In distillation, crude oil is heated to 
a high temperature (typically 700-800° F.) and 
pumped into a fractionating tower. The typical 
"bubble tower" consists of 20, 30 or more trays 
with bubble caps, through which vapors can rise 
from below, and overflow pipes through which 
Exhibit 1 
condensed liquid can return to the tray below. 
The hot crude oil enters the tower about six or 
seven trays from the bottom, and most of Le 
immediately "flashes" into vapors once the 
pumping pressure has been relieved. These vapors 
pass upward through the bubble caps, rising higher 
and higher until a tray is reached where the tem- 
perature is low enough for hydrocarbons of that 
boiling point to condense into liquid. 

(ii) The following identifications are com- 
monly used to identify the various divisions or 
cuts of crude oil obtained through distillation, 
listed from the lightest to the heaviest cuts: 

(A) Gas; 
(B) Gasoline; 
(C) Naphtha; 
(D) Kerosene; 
(E) Light gas-oil; 
Heavy gas-oil; 
Fuel oil or Residuum. 


fractionating tower regulates 


actual cuts into which the crude oil will be 169 


separated and its design and the characteristics 

of the particular crude oil charge stock will 

determine the percentage yields of the individual 

cuts. The light gas oils and heavier fractions 
collect on trays near the bottom of the frac- 
tionating tower. The kerosene fractions condense 
farther up in the tower, and gasoline vapors are 
taken off the top, along with light gases that 
neither condense nor dissolve in the gasoline 
fraction. The gasoline vapors are then condensed, 
and part of the liquid is returned as "reflux" to 
the top tray to improve separation of the somewhat 
heavier gascoline-range hydrocarbons that condense 

on trays near the top. The gasoline-range fraction 

distilled from crude oil is called light virgin 

naphtha or more often, straightrun gasoline. 

(b) Cracking -- Early in the history of petroleum 
refining it was found that higher-boiling hydrocarbons 
(the heavier cuts of crude oil) could be broken down or 
“cracked" into lower-boiling, lighter hydrocarbons by 
subjecting them to high temperatures. A form of cracking 
was used as early as 1869 to convert heavier than kerosene 
ecrude-oil fractions into kerosene. Use of cracking pro- 
cesses to produce gasoline began in 1913. All of the 
process variations applied commercially prior’ to 1936 
employed a method called thermal cracking. The modern 
processes, which have now almost completely replaced the 
earlier process, are catalytic cracking and hydrocracking. 


(i) Thermal Cracking -- Because of the high 
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temperatures required in thermal cracking (up to 
1,000° F. or more), high pressures a 

employed (350 to 1,000 pounds per square inch) 

in order to keep the feedstock liquid while it 
undergoes cracking reactions. Otherwise, individual 
hydrocarbons would be overdecomposed, forming 

light gases and laying down coke-like solid de- 
Exhibit 1 posits inside the cracking unit. 

(ii) Catalytic Cracking -- High temperatures 
and pressures are not required, however, when 
cracking is carried out in the presence ofa 
catalyst (a substance that greatly speeds up 
chemical reactions without being itself altered 
or destroyed). The catalyst offers a large 
amount of surface on which the cracking re- 
actions occur. Carbon formed by these reactions is 
deposited on the surface of the catalyst and is 
later burned off by a stream of air in a catalyst- 
regeneration step. The main source of feed to 
catalytic cracking units are the heavy distillates, 
commonly known as gas oils, which are produced 
from crude oil -- these typically boil between 450° 
F. and an end point that exceeds 1,000° F. The 


product spectrum, which can be adjusted by a number 


of operating factors, runs the full range from 


hydrogen, a light gas, on one extreme to a heavy 

No. 6 fuel oil component at the other extreme. 
(i442) Byvdrocrtacking -- Hydrocracking is a pro- 

cess in which ezacking occurs in the presence of 


both hydrogen and a catalyst. The possibility and 


ocean ease 
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desirability of this type of cracking had been known 


for a number of years. However, it did not become 
ty economically feasible until the 1960's. In a sense, 
hydrocracking and catalytic cracking are in competi- 
tion with one another, since a gas-oil charge can 
be processed in either unit. Despite this apparent 
) conflict and the established use of catalytic crack- 
; Exhibit 1 ing, there has been increased use of hydrocracking 
because of several advantages it offers. [It in- 
creases the flexibility of refinery operaticn be- 
cause it can process a wide variety of feedstocks, 
including virgin gas oils, catalytic cracking cycle 
oils, coker gas oil, and very heavy oils. The yields 


from this unit may include high quality gasoline, 


jet fuel, and distillate-fuel components. Unlike 
the catalytic cracking products, these are ali 
storage-stable components and highly hydrogen- 


saturated compounds. 


(iv) Dealkylation -- A special cracking process 
ordinarily applied to petrochemical precursors 
is called "dealkylation." In this process, alkyl 
side chains are removed from benzene or naphthalene 
rings to covert alkyl benzenes to benzene, or alkyl 
naphthalenes to naphthalene. While ethyl and 
higher carbon atom side chains can be removed in 
this manner without destroying the aromatic nucleus 
by rupturing the ring structure, commercial appli- 
cation of dealkylation processes is generally 
limited to removal of one, or at most two, methyl 


groups from the aromatic ring. The process operates 
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in an atmosphere of high hydrogen concentration. 
Hydrogen replaces the carbon-to-carpdon bond by 
which the methyl group is attached to the aromatic 
nucleus, and also saturates the methyl group to 
form methane as a major product. Both catalytic 
and thermal processes are available. Among the 
commercial names used for such hydrodealkylation 
Exhibit 1 processes are "Hydeal", "Detol” and "HDA". 
(c) Thermal Reforming -- In addition to "crack- 

ing", which breaks larger molecules into smaller ones 

and thereby converts heavier cuts of crude oil into 

lighter hydrocarbons, it was found that by passing 

naphtha fractions of petroleum feedstock through tubes 

in a furnace at high pressure (750-1000 pounds per 

square inch) and heating to 1000-1100° F., hydrocarbon 

molecules could be recombined or “reformed” into hydro- 

carbons with higher octane numbers. The octane number 

of a gasoline is a measure of its antiknock value. Ac- 

cordingly, reforming of feedstock destined for use as 

motor fuel became an important processing step to improve 

the quality of gasoline. With the development of catalytic 

reforming in the early 1940's, thermal reforming has be- 

come of lesser importance and is now insignificant in 


commercial refining operations. 


(d) Catalytic Reforming -- Just as thermal crack- 


ing has largely been replaced by catalytic cracking, 
thermal reforming has been replaced by catalytic reforn- 
ing as a method for improving octane number. Moreover, 
by catalytic reforming it is possible to convezt 


naphthenes to aromatics and hydrogen, and some paraffins 


can be restructured to form aromatic rings. A Tf2 


(e) Solvent Extraction -- By use of special solvents 
it is possible to separate portions of a hydrocarbon mix- 
ture accordin its ni or group, i.@«, 
paraffin, olefin, naphthene, or aromatic. This is 
especially useful for compounds which have similar boil- 
ing points and which, therefore, are not readily separ- 
able by fractionation or distillation. When the solvent 
is mixed with the feedstock under proper conditions of 
temperature and pressure, a portion is dissolved in the 
solvent. After removal from the contacting vessel or 
area, the desired portion is recovered by evaporation of 
the solvent. This recovered portion is known as extract. 
The extract recovered through the use of solvents is pre- 
dominately “aromatic" in composition. The portion of 
feedstock which remains undissolved is referred to as 
raffinate. There are a number of commercially available 
processes for separation of gasoline boiling range hydro- 
carbons by hydrocarbon type. The Sulfolane anc Udex pro- 
cesses are more widely used than any other. 

(20) Intermediate products derived from petroleum, 
the processes by which they are derived, and the com- 
mercial uses to which the chemical products are put. 
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(a) The derivation of chemicals from petroleum 
hydrocarbons -- 

(i) Since petroleum is essentially complex 
combinations of carbon and hydrogen atoms and since 
carbon and hydrogen are important components of 
many industrial chemicals, attempts were made at an 


early stage in petroleum production to use petroleum 


hydrocarbons as feedstock for the chemical industry 
in place of coal or fermentation products which had 
previously been the chief raw materials. The first 
successful work on an industrial scale was carried 
out approximately fifty years ago in a plant which 
produced acetone, a solvent of importance for ex- 
plosives, from refinery gases. 

Exhibit 1 (ii) The development since that time of the 
chemical industry based on petroleum intermediates 
is reflected in the fact that the total production 
of primary organic chemicals based on petroleum in 
1965 was 5.5 million tons in Europe and 18 million 
tons in the United States. In addition to the 
United States and Europe, other areas such as 
Russia, Japan, India, Australia, South Africa and 
South America have growing vetroleum chemical 
industries. 

(iii) Outside the United States, the principal 
feedstock for petroleum chemicals has been liquid 
rather than gas. There were two main reasons for 
this: on the one hand, in Europe and elsewhere the 
gaseous feedstocks, which were readily available in 


the continental United States were virtually absent 


until recently; and, on the other hand, there was a 


surplus outside the United States until the late 
1960's of the naphtha fraction, which in the United 
States was needed as a gasoline feedstock because of 
the heavy demand for gasoline as a motor fuel. 


(b) The principal processes by which intermediate 


products are derived and the resulting production of 
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chemicals -- The principal processes by which petro- 
leum hydrocarbons are converted into raw materials for 
the chemical industry (which are subsequently described 
in relation to the products produced) may conveniently 
be classified as follows: removal of hydrogen leading 
to unsaturated hydrocarbons; removal of hydrogen to ob- 


tain aromatics; oxidation; chlorination; sulphuration; 


Exhibit 1 isolation of carbon; and isolation of hydrogen. 


(i) Products derived by removing hydrogen -- 


(A) Removal of hydrogen to obtain olefins -- 


This process is one of the most important routes by 
which oil feedstocks are converted into chemicals. 
“This may be done catalytically, or in the absence of 
a catalyst under conditions in which rupture of the 

carbon chain also takes place. 

[1] Under mild catalytic conditions 
the removal of hydrogen from a paraffinic 
fraction occurs without any change in the 
carbon structure. An example is the pro- 
duction of butadiene from butene or butane 
by dehydrogenation at about 350-480° C. in the 
presence of a catalyst. 

{2] Much more commonly hydrogen is 
removed in the absence of a catalyst under 
conditions in which rupture of the carbon 
chain also takes place. Thus paraffin wax 
may be cracked at about 500° C. to yield a 
mixture of olefins with a range of chain 

lengths. The products are separated into 


fractions cf different chain lengths, the 
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higher of which may be used for detergent 
manufacture, for example, and the lower 
for production of plasticizer alcohols. 
{3] The most common operation for 
removing hydrogen is cracking to produce 
the lower olefins. More vigorous conditions 
are required than for cracking paraffin wax 
and thus temperatures are employed in the 
range of 650-850° C and higher. The 
Olefins ethylene, enes 
butadiene are the i ired products 
and, to minimize their further reaction 
with one another, they diluted by 
introducing steam into the feedstock 
stream and, as a further step, the products 
of cracking are rapidly cooled or quenched. 
[4] The relative proportions of the 
lower olefins produced depends principally 
upon the nature of the feedstock used and 
upon the conditions of cracking. Although 
small-scale operations basei on crude oil 
have been carried out, and gas oil is cur- 
rently employed on some commercial installa- 
tions, the most generally used feedstock 
for steam cracking outside the United States 
is naphtha. Using this as the basis, all 
the lower olefins mentioned are produced 
in useful amounts, the ethylene yield in- 
creasing from 14 per cent to over 30 per 


cent as the cracking temperature increases 


175 


Exhibit 1 


from 650 to 850° C. The increased yield f 176 
of ethylene is obtained at the expense 

of propylene and butene, though the yield 

of butadiene is not materially affected. 

{5} In the continental United States, 
lighter fractions, especially ethane or 
propane, which are extracted from natural 
gas, are used extensively as feedstocks for 
cracking. Compared with naphtha they give 
higher yields of ethylene on cracking -- for 
example, in cracking ethane the 
ethylene reaches 75-85 ¢ by repeated 
recycling. However, in such an operation 
the production of propylene, butene and 
butadiene is insignificant. 

{6] The lower olefins are gases and 
the first step to their utilization is to 
separate them from those components of the 
cracked products which are liquids under 
normal ambient conditions. The major portion 
of the liquid components has a high octane 
number and may be blended into gasoline after 
treatment. This treatment consists in the 
removal of the bulk of the di-olefins which 
polymerize on storage to give gums, a residue 
remaining upon evaporation. 


{7] The gaseous components of the 


cracked products are a complex mixture con- 


taining not only the desired lower olefins 


but also hydrogen, methane and other hydro- 


ae, 


carbon gases. They are separated by distilla- 
tion under conditions of refrigeration and 


pressure into Cj, Co C3 and Cy, fractions. 


After isolation, the individual Co, C3 and 


Cy olefins are used as building blocks for 

the production of a wide range of industrial 

chemicals, plastics and synthetic fibers, 
Exhibit 1 including the following: 

{a] Ethylene and its derivatives -- 
Ethylene is utilized to produce the follow- 
ing compounds: Polyethylene, Ethylene 
oxide, Styrene, Ethyl alcohol, 
Acetaldehyde, and Ethylene dichloride. 
These primary pre: ucts in turn undergo 
further processing whereby they are con- 
verted into the following ultimate con- 
sumer products: 


[i] Polyethylene - Films, mouldings, 
pipes, cable cover- 
ing, netting, and 
others. 


{ii] Ethylene oxide - Intermediate for: 
ethylene glycol used 
as anti-freeze and 
raw materiai for 
polyester fibers 
known under various 
trademarks, includ- 
ing "Dacron", 
"Quintanna" and 
"Kodell"; and tor 
detergents, textile 
assistants, solvents, 
and others. 


[iii] Styrene - Mainly for polystyrene 
plastics; also for 


Synthetic rubber. 
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[iv] Ethyl alcohol - Industrial solvent 
and chemical inter- 
mediate. 


{v] Acetaldehvde - Converted into acetic 
acid (for cel .ulose 
acetate fibers and 
plastics and tor 
polyvinyl acetate 
adhesives und emul- 
sion paints), into 
plasticizer alcohols 
and into paint resin 
intermediates. 

Exhibit 1 [vi] Ethylene dichloride - Converted into 
vinyl chloride 
and thence into 
polyvinyl 
chloride (PVC) 
heat workable 
plastics, in- 
cluding phono- 
graph records, 
plastic toys, 
vinvl flooring, 
artificial 
leather and 
many other 
products. 


[b] Propylene and its derivatives -- 
The production of propylene is utilized to 
produce the following primary products: 
Isopropyl alcohol, Butanol and Ethyl 
hexanol, Heptenes and Propylene tetramer, 
Cumene, Propylene oxide, Polypropylene, 
Glycerol, Acrylonitrile. These primary 
products are further converted for the 


following applications: 


{i] Isopropyl alcohol - Partly convert- 
ed to acetone 


which, like 
isopropyl 
alcohol itself, 
is used as a 
solvent and a 
chemical inter- 
mediate. 


{ii] Butanol - Solvent and shenigei h 179 
intermediate. 


[iii] Ethyl hexanol - Plasticizers. 
{iv] Heptenes - Plasticizer alcohols. 
e {v] Propylene tetramer - R 


give dodecyl 
benzene for 
detergents. 


{vi] Cumene - Raw material for simul- 
taneous production of 
Exhibit 1 acetone and phenol, an 
intermediate for plastics 
and nylon. 


{vii] Pronvlene oxide - Intermediate for 
manufacture of 
plastic foams. 


(viii] Polypropylene - Films, fibers and 
plastic moldings. 
{ix] Glycerol - Pharmaceutical and raw 
material for resin manu- 
facture. 
(x] Acrylonitrile - Basis for acrylic 
fibers and inter- 
mediate for adipo- 


nitrile, a raw 
material for nylon. 


[c] Cqg Olefins and their deriva- 
tives -- C, olefins are used in chemical 
manufacture for the production of n-Sutenes, 
iso-Butene and Butadiene. Some of the more 


important resulting products from this group 


mo of intermediates are the following: 
{i] n-Butenes: 
[A] sec-Butanol - Solvent 
{B}] Methyl ethvl ketone - Solvent and 
j lube-oil de- 
waxing agent. 
(C) Heptenes - Plasticizer alcchol 


intermediate. 
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fii] 


[A] 


(B} 


([C] 


{iii} 


[A] 


[B] 


[C] 


[D] 


[E] 


(F] 


iso-Butene: A 1 8 0 


Butyl ruboer - Inner tubes and 
specialty rubbers. 


Polyisobutene - Lube-oil additives 
and sealing com- 
pounds. 


Di-isobutene - Plasticizer alcohol 
intermediate. 


Butadiene: 


Copolymers with - Synthetic rubber, 
styrene shoe soling com- 
pounds. 


Polybutadiene - Synthetic rubber. 


Copolymers with - Specialty rubbers. 
acrylonitrile 


Copolymers with - Plastics. 
styrene and 
Acrylonitrile 


Chloroprene - Specialty oil- 
resistant rubbers. 


Adiponitrile - Raw material for 
nylon. 


(B) Removal of hvdrogen to obtain 


Acetylene -- If more severe cracking conditions 


are employed than those used to produce 


ethylene from petroleum feedstocks, further 


hydrogen can be removed with a resulting 


formation of acetylene. 


{1] Acetylene thus formed is 


competitive with acetylene produced by 


the more traditional process based on 


generation from calcium carbide produced 


from lime and-coal with an accompanying 


use of large quantities of electric power. 


The production of acetylene from petroleum 


is used to produce the following thentcareD 


Vinyl chloride, Acetaldehyde, Per- and 
trichlorethylene, Vinyl acetate, Chloro- 
prene, and Acrylonitrile. These primary 

further converted 
to produce the following products: 


{a] Vinyl chloride - Polyvinyl chloride 
(PVC) plastics. 


Exhibit 1 {[b] Acetaldehyde - Converted into acetic 
acid (for cellulose 
acetate fibers and 
plastics and for poly- 
vinyl acetate adhesives 
and emulsion paints), 
into plasticizer alchcnols 
and into paint resin 
intermediates. 


Per- and trichlorethylene - Dry-cleaning 
and grease- 
removing 
solvents. 

Vinvl acetate - Polyvinyl acetate 

emulsion paints and 
adhesives. 


Chloroprene - Specialty oil-resistant 
rubbers. 


Acrylonitrile - Basis for acrylic 
fibers and inter- 
mediate for 
adiponitrile, a raw 
material for nylon. 

[2] Since more severe conditions are 
required to produce acetylene than olefins 
from petroleum sources, it is inevitably 
more expensive. Efforts have therefore 
been made to develop other routes to the 


products which have hitherto been based on 


acetylene and, of those listed above, all 
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competitively from less unsaturated hydro- 

carbons, leading to an anticipated Gecline 

in the importance of acetylene as a petro- 
chemical intermediate. 

(C) Removal of Hydrocen to obtain 
aromatics -- The most commonly used process for 
removing hydrogen to yield aromatics is catalytic 
reforming. ‘This process can be used to 
produce aromatic ring compounds both from 
naphthenes and from paraffins. The aromatics 
extracted from the paraffins and naphthenes 
are then distilled to give benzene, toluene 
and the xylenes as three separate fractions. 
These three aromatics are of substantial 
importance as chemical raw m terials. 

[1] From the point of view of their 
chemical structures, benzene is the 
simplest of the aromatic compounds since 
it is a six-membered ring of carbon 
atoms with one hydrogen atom attached to 
each. In toluene there is an additional 
carbon atom attached to one of the members 


of the ring. In xylene there is one 


additional carbon atom attached to each 


of two members of the ring. There are three 
xylenes (differentiated by the prefixes 
"ortho", "meta" and "para"), differing only 
in the relative position of the two extra- 
cyclic carbon atoms. 


[2] In addition to their use in gasoline 
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and in intermediate conversion (for example, 


the conversion of toluene into benzene 
through the process of hydrodealkylation), 
aromatic products are used to manufacture 
various chemical intermediates and com- 
mercial products, including the following: 


{a] Benzene: 


Exhibit 1 [i] Styrene 


{ii] Phenol Intermediate for resins. 


[iii] Cyelohexane, produced by the 
catalytic hydrogenation of benzene, 
is an intermediate for nylon production. 


[iv] Dodecylbenzene - Detergents. 


{[v] Aniline - Dyestuffs and rubber 
additives. 


{vi] Maleic anhydride - Raw material 
for polyester 
glass-fiber 
plastics. 


{b] Toluene 


{i] Toluene diisocyanate - Plastic 
foams. 


{ii] Phenol - Intermediate for resins. 
{iii] TNT - Explosives. 
[iv] Solvents - Paints and lacquers. 


[c] Syienes-- Xylenes are separated into 
ortho, meta, and para xylenes 
through a combination of frac- 
tionation (boiling point sepa- 
ration) and crystallization 
(freezing point separation) 


{i] Solvents (mixed xylenes) - 
Paints, lacquers and insec- 
ticides. 


(ii] Tereohthalic acic (from para~ 
xylene) - Polyester 
fibers. 


{iii] Phthalic anhydride (from erties 
xylene) - Phthalatic plas- 
ticizers and resins. 


{iv] Iscphthalic acid (from meta- 
xylene) - Resins. 


(ii) Products derived by oxidation -- 

(A) Oxidation without alteration of the 
carbon structure -- Methods of oxidation of 
petroleum hydrocarbons without change of carbon 

ee structure have only recently been developed to 
Exhibit 1 
a commercial scale. The feedstock is a linear 
(or straight-chain) paraffin ane the product 
is an alcohol which is marketed as a basis for 
a biodegradable detergent. 

(B) Oxidation with rupture of the carhon 
chain -- More vigorous methods of oxidation, 
in particular using higher 
introduce more oxygen into the hydrocarbon 
and result in the rupture of the carbon 
structure. 

(iii) 
rupture of the carbon chain -- Chlorination of 
light hydrocarbons such as propane at a temperature 
of 500-650°C leads to simultaneous ruptures of 
the carbon chain producing carbon tetrachloride 
and hydrogen chloride. Under these conditions, 
carbon tetrachloride undergoes a further 


reaction with the formation of perchlorethylene, 


an extensively used dry-cleaning agent. 


(iv) Products derived &. sulphuration -- 


While sulphur will react with hydrocarbons gen- 


A 


erally, the resulting products have not been 


found of commercial value except when applied 
to methane. The reaction, which occurs at 650- 
700°C in the presence of a catalyst, results in 
the formation of carbon disulphide, used for 
the manufacture of viscose rayon and regenerated 
cellulose film (Cellophane). It is also employed 
Exhibit 1 as an intermediate for the production of carbon 
tetrachloride though, as already noted, this 
product may also be obtained by chlorination of 
methane. 

(v) Isolation of Carbon -- By cracking 
hydrocarbons at high temperatures (1,300-1,650°C) 
complete decomposition into hydrogen and carbon 


is effected. The resulting carbon in finely 


divided particles is known as carbon black which 


is used for the reinforcement of natural and 


synthetic rubber in tires for motor vehicles, as 


well as in plastics, printing inks, lacquers and 
phonograph records. Aromatics with high carbon 


content are the most desirable feedstocks for 


carbon black production. 


i) Isolation of Hydrogen - Two main methods 


are available for the production of hydrogen from 


petroleum hydrocarbons, namely, steam reforming 
and partial oxidation with a restricted supply 


of oxygen. Both produce a so-called "synthesis 


gas". In each method the carbon is removed 
and the hydrogen released for further reaction as 


required. The principal uses of hydrogen in chemi- 


cal manufacture are for the following peotenied 186 


(A) Ammonia -- The production of Ammonia 
takes place under very severe conditions in 
the presence of an iron catalyst, high pressures 
and temperatures of 450-500°C. It is an impor- 
tant source of nitrogen in fertilizers anda 
source of urea which serves as a fertilizer 
and cattle feed supplement as well as a com- 

Exhibit 1 ponent of plastics, adhesives, finishes and 
paper and textile treatment. 

(B) Methanol -~- Methanol can be produced 
from hydrogen through adjusting the proportion 
of hydrogen and the 0 gerived in 
the production of hydrogen in a so-called 
"synthesis gas". Methanol finds commercial 
application as an anti-freeze, in resins, ex- 
plosives and clear plastics, among other uses. 

(C) Oxo-alcohols -- From a synthesis gas 
of different composition alcohols are produced 
through reaction with olefins. The alcohols 
thus produced are employed in solvents and 
plasticizers. 

(21) The End Products of Petroleum Production -- 
The end products derived from petroleum are the result 
of one or more consecutive processes which may be 
generally described under the four general headings of 
refining operations, petrochemical operations, primary 
chemical processing and secondary chemical processing. 
No fixed classification is possible for many processes 


Since the processing 1n many cases is continuous and 
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the separation of one process from the next, while : 187 


helpful to an understanding of the overall processing, 
is somewhat arbitrary. The principal groups of 

end products and the processes through which they are 
derived may be summarized as follows: 

(a) Fuel _and lubricants -- Both from the refining 
operations and from the subsequent petrochemical opera- 
tions fuel and lubricants are obtained for gasoline and 
diesel vehicles, airplanes and marine vessels, home 
heating oil and oil for industrial processes requiring 
the sustained generation of heat. 

(b) Fabricated plastics -- In the fabrication 
of plastic products, two major categories of products 
are commonly identified: 

(i) Heat workable plastic products include 
phonograph records, plastic toys, vinyl flooring, 
artificial leather and automobile upholstery. 

The polyvinyl chloride (PVC), polyethylene and 

polypropylene resins which are the common source 

of such products are the culmination of a series 
of processing steps concluded in secondary 
chemical precessing. 

(ii) Heat resistant plastic products include 
electrical appliance parts, electric switch and 
control hardware, and cookware handles. The 
phenolic resin (Phenol formaldehyde polymer) which 
is one common source of these products is similarly 
the culmination of a series of processing steps 


concluded in secondary chemical processing. 


(c) Rubber products -- Synthetic rubber is the A 
result of secondary chemical processing commonly 
employing the butadiene and styrene produced in 


petrochemical and primary chemical processing. 


Synthetic rubber is used today in the manufacture 


of motor vehicle tires and tubes, rubber gaskets and 
various hose and tubing applications. 

(da) Fabrics -- Nylon and polyester fibers are 
both derived from petroleum. Nylon for spinning anc 
weaving results from the secondary chemical processing 
of adipic acid which in turn is derived from cyclo- 
hexane produced in petrochemical operations. Poly= 


ester is the pr £ th 


oduct of thes 
processing of Terephthalic acid which in turn is 
derived from para-xylene produced in petrochemical 
operations. Polyolefins are also produced as a fiber 
for similar uses by polymerization of ethylene or 
propylene. 

(e) Industrial chemicals -- The broad range of 
organic chemicals used in industry are obtained at 
all four stages of the processing of petroleum. Some 
are by-products of basic refining operations. As 
the variety of products proliferates in the succeeding 
petrochemical operations and the primary and secondary 
chemical processing, there are hundreds of chemicals 
available for industrial use. 

(f) Agricultural chemicals -- Fertilizers, 
pesticides and insecticides can all be derived from 
petroleum. Petrochemical operations produce basic 


fertilizers and subsequent chemical processing 
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multiplies the types of product available and 


result in the production of many of the commoniy 


employed pesticides and insecticides. 

(g) Drugs, cosmetics and detergents -- These 
consumer products, which in some instances have 
industrial applications, are the result of a series 
of processing steps from refining to secondary 
chemical processing. 

(h) Paints, dyes and finishes -- These products 
have important industrial applications and are also 
important consumer items. A few products can be 
derived from petrochemical operations, but the 

rimary and secondary 
chemical processing after which they are combined 
with raw materials from other than petrochemical 
sources in the manufacture of the ultimate products. 


(22) Summary of the Petroleum and Petrochemical 


Business -- 

(a) Exploration for and production of crude 
oil -- After the exploration for and establishment 
of a proven reserve, development wells are drilled 
and gathering systems are built to provide for the 
handling of crude oil produced from the wells. 
Production of crude oil generally commences when field 
development is only partially complete as soon as 
sufficient surface facilities are complete to permit 
shipment of the oil. The oil as produced from the 
well, together with gas and water found with the 
oil, is conveyed through a "flowline" from the well- 


head to a "gathering center". Facilities at the 
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"gathering center" generally handle production from A 
several wells. 

(b) Separation of crude oil from gas 
and other substances -- Oil as produced varies 
considerably from field to field in the physical 
characteristics of the crude oil itself and in the 
amounts and quality of gas and salt water produced 
with it. The size and nature of the plant required 
for processing to prepare crude oil and gas for 
shipment depend on the volume of gas and water found 
with the oil and the pressure of the produced mixture 


at the wellhead. A crude with little gas in it can 


be passed directly into a "flow tank" or separator 


Operating at approximately atmospheric pressure in 
which the separation of gas from the crude 

take place in a single operation or stage. High 
pressure crude with a high gas/oil ratio must be 
passed through a "multi-stage separation" to minimize 
loss of compounds with a low boiling temperature in 
the produced gas and loss of oil through formation 

of a finely divided oil spray and its ertrainment 

in the produced gas. In this method, the produced 
mixture passes through a number of steel vessels 
connected in series with a successive reduction 

of pressure and removal of part of the gas. from 

each vessel. Produced gas may be transported by 
pipeline for sale or used as an energy source 

for oilfield activities. Valuable liquid components 
in the gas may be separated in a gas processing plant. 


In many cases, salt water in the crude would occupy 
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vital space in storage and transport facilities and f\ 194 
would also grave corrosion problems in the 

refinery. is therefore necessary to reduce the 

salt water content to an acceptable level before the 

oil is transported to the refinery. Some water 

separates freely from the crude oil and is crained 

off at the gathering station. In the event wate 


is present as a water-in-oil emulsion, the microscopic 
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droplets of water are separated in a dehydration 


plant where by heating and addition of chemicals 
or by passing the crude oil between electrodes with 
an induced electrical field, coalescense of the 
water is promoted and it is then separated by density 
difference. 

(c) Transvortation of crude oi] to the 
refinery -- After the initial separation of gas 
and salt water from the crude oil at the gathering 
center, the crude oil is transported to the refinery. 
This transportation may be accomplished by pumping it 
directly by pipeline to the refinery, or by pipeline 
to a marine terminal, for loading on a tanker for 
transportation to another terminal, for off-loading 
and further transportation to the refinery. In 
certain oil production areas, terrain or other factors 
may require use of truck or rail transport where 
economically feasible. 

(d) Refining and further processing -- After 
the refining and further processing of petroleum 
into primary, intermediate and final products, as 


described in paragrapiis (17), (18), (19) and (20), 


the various products proceed through a variety 
distribution channels. t is a unique feature 

petroleum and petrochemical products, that the 

uct is normally unseen and contained continuously in 
pipes, tanks, processing equipment and storage faciiities 
from the time it leaves the producing formation in the 
ground until it reaches the point of consumption after 


final processing. 


(e) Marketing and distribu:ion of products -- 
Exhibit 1 ihe gs 4 Gee eda 
The marketing of oil and petrochemical products involves 
a widely diverse system of sale and distribution. 
(i) Automotive fuel and lubricants reach 
‘the consumer through the service station 
outlets which are the most visible part of the 
marketing of products. To reach the service 
station it is frequently necessary for the prod- 
ucts to be transported over large distances 
following final processing by sea, pipeline, rail 
and road with intermediate storage en route. Shorter 


distances between production facilities and 


consumer outlets reduces transportation costs 


and give the seller a price advantage over 


competitors with greater transportation costs. 
(ii) Aviation fuel has undergone dramatic 
change in recent years to meet the require- 
ments of modern jet engines. The change from 
piston engines to the jet engine has required 
a change in fuel specification and properties, 
not in guality. The piston engine utilized 


a high octane number gasoline type fuel while 


the jet engine is designed to utilize fuels A 193 


ranging from gasoline to kerosine. Most com- 
mercial aviation jet fuel is a kerosine type 
material with special specifications for freezing 
point, cleanliness and chemical composition. 
Octane number i a part of the specifications 
for jet engine fuel. Actually, the most desirable 
jet engine fuels have a low octane number, just 
Exhibit 1 the reverse of piston engine fuels. These changes 
in aviation fuels would be of little consequence 
had they been without parallel progress in the 
design of special equipment for fuel storage and 
movement of the product from refinery to aizecraftt. 
Stringent controls of quality are mai 
all stages to protect against the delivery of 
off-specification or contaminated fuel which 
might contribute to inflight power failure. 

(iii) Marine fuels range from gasoline and 
diesel fuel for smaller vessels to vast quantities 
of bunker oils for large ships. These products 
are delivered from facilities ranging from 
floating service stations to chains of bunkering 
installations at ports around the world to service 
ships in marine commerce. 

(iv) Industrial consumption of petroieum 
products is large in terms -* volume, accounting 
for more than half the total output of products 
from refineries in many countries. The industries 
range from the production of steel and lipsticks, 


to road haulage and the construction of houses and 
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harbors. Energy in the form of fuel represents 
the largest percentage of an oil company's trade 
with manufacturers. A wide range of lubricants 
is also marketed. Large quantities of lubricating 
oils are required in metal-working processes but 
the highly specialized grades used, for example, 
in watch-making can be measured in pints. The 
rubber and cosmetics industries both require 
process oils, with an automotive tire containing 
a significant percentage of its weight in process 
oil. The principal feature of this industrial 


market is the relatively small number of customers 


with individualized requirements for "made to 


specification" products for use in part of a 
chemical manufacturing process. 

(v) Fuels and lubricants for tractors 
and other mechanized implements constitute the 
major share of agricultural markets for petroleum 
products. Fuels for heating, crop drying and 
flame cultivation, petroleum-derived fertili=- 
zers, soil stabilizers, pesticides and now even 
protein feeds for animals are parts of the consump~ 
tion of petroleum products in connection with 
farming. 

(vi) Bulk sales cf most kinds of petroleum 
products are made by refiners outside the other 
established distribution channels to independent 
marketers, who have their own particularly large 
consumers (such as chemical comcanies, power sta- 


tions, cement plants and mining enterprises) and 


other oil companies. 
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E. The Activities of the Gibbs Grouc and Related Develov- 
ments Pertaining to a Third Perineryv in Puerto Bicc 
Di 


(23) In the spring of 1961, John H. Gibbs sent 
a letter proposal regarding a third refinery in 
Puerto Rico dated March 30, 1961 to Mr. J. Diaz 
Hernandez, executive director for the continental 
branch of EDA, which letter has been marked at pretrial 
proceedings as Defendant's Exhibit 432-A for identifi- 
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cation. 

(24) EDA in June 1961 and thereafter undertock 
a program of actively encouraging potential sponsors 
of a third refinery to build such a project in Puerto 
Rico. Over the course of the next four years, EDA 
had discussions with various potential sponsors of 
such a project including Petroquimica Puertorriquena, 
Inc. ("PPI", a company organized by John H. Gibbs), 
Jules Flescher (Ferma Corporation), John C. Worthy 
(President of Pipeline Welding & Construction Company) 
and Albert Joseph Cella ("the Gibbs-PPI group"); 
Gulf Oil Corporation; Texaco Inc.; Monsanto Company; 
Ashland Oil Company; Union Texas Petroleum Corpora- 
tion (a division of Allied Chemical Corporation); 
E. M. Warburg & Co., Inc.; and the Standard Oil 
Company (New Jersey). 

(25) On June 15, 1961, Ivan E. Irizarry, 
Industrial Representative of EDA in New York sent 
a letter to John H. Gibbs which has been marked at 


pretrial proceedings as Defendant's Exhibit 432-M 


(26) A preliminary draft of prospectus for A 196 
Petrofina Puertorriquena, Inc. was prepared dated 
July 25, 1961, which has been marked at pretrial 
proceedings as Defendant's Exhibit 452 for identifi- 
cation. In August 1961, the Gibbs-PPI group arranged 
with Jack P. Coan and the consulting firm of which he 
was president and principal stockholder, Omega Manage- 
ment Inc. ("Omega"), to assist in the preparation of a 
feasibility study and brochures for a refinery in Puerto 
Rico. In this connection, Omega entered into an agree- 
ment with Universal Oil Products Company ("UOP") under 


date of September 12, 1961, which agreement is set 


forth in ietters which have been marked at pretrial 


proceedings as Defendant's Exhibits 404 and 404A for 
identification and provides for UOP to furnish to Omega 
a general feasibility study of such a refinery in 

Puerto Rico. This UOP study entitled "Processing and 
Economic Data for a Proposed Puerto Rico Refinery" dated 
October 1961 was forwarded t2 Omega on October 13, 1961, 
which study and covering letter have been marked at 
pretrial proceedings as Defendant's Exhibits 410B and 
410C for identification. 

(27) On October 10, 1961 the Gibbs-PPI group met 
with Ivan Irizarry, an official of EDA, and the meeting 
is described ina memorandum which has been marked at 
pretrial proceedings as Defendant's Exhibit 432-X for 
identification. On October 26, 1961 Sam Van Hyning, an 
economic consultant employed by EDX, sent two memoranda 
to Durand which have been marked at pretrial proceedings 


as Defendant's Exhibits 432-Y-2 and 432-%-3 for 


identification. On November 1, 1961 Irizarry pre- A 197 
pared a memorandum of his meeting with the Gibbs-PPI 

group which has been marked as Defendant's Exhibit 432-2 
for identification and on November 2, 1961 he prepared a 
memorandum of his telephone conversation with Van Hyning 
which has been marked at pretrial proceedings as Defen- 
dant's Exhibit 432-AC-l1 for identification. On November 


3, 1961 Coan met with Van Hyning in Puerto Rico concern- 
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ing a proposal by PPI and the meeting is described in a 
memorandum prepared by Van Hyning dated November 8, 1961 
which has been marked at pretrial proceedings as Defen- 
dant's Exhibit 432-AE for identification. Van Hyning 
sent a letter to Coan dated November 8, 1961 which has 
been marked at pretrial proceedings as Defendant's Ex- 
hibit 432-AI for identification and Coan sent a letter 
to Van Hyning dated the same date, a copy of which has 
been marked at pretrial proceedings as Defendant's Ex- 
hibit 432-AG for identification. By letter of November 
24, 1961 and a memorandum of the same date, which have 
been marked at pretrial proceedings as Defendant's Ex-~ 
hibits 432-AM and 432-AL for identification, Coan trans- 
mitted to Diaz Hernandez a proposed letter which he 
sought to have Durand, on behalf of EDA, write to PFI, 
care of Omega Management Inc., to record EDA's support of 
the PPI proposal. 

(28) Under Presidential Proclamation 3279 of 
1959, the United States Oil Import Control Program had 
been established and the Department of the Interior had 
issued Oil Import Regulations in implementation or the 


Program. EDA had contact with the responsibie officials 
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of the Interior Department from time to time to remind 
the Department of the importance of assuring adequate 
oil supplies for the operation of the two existing re- 
fineries in Puerto Rico. The officials of EDA recog- 
nized that there would have to be changes made in the 


Oil Import Control Program for a third refinery to be 


built in Puerto Rico. 


(29) Rafael Durand-and Sam Van Hyning met at the 
San Juan airport with the Secretary of the Interior, 
Stewart L. Udall in December 1961 to discuss Puerto 
Rico's paucity of indigenous industrial raw materials 
and the fact that a growing petrochemical industry 
could partially compensate for this scarcity and that 
such an industry should not conflict with the basic 
objectives of the Oil Import Control Progran. 

(30) During December 1961, Gibbs in the company 
of Coan retained Oscar L. Chapman, of Washington, D.C., 
and his law firm as counsel to PPI to assist in obtain- 
ing the necessary oil import authorization for use in 
connection with the proposal for a refinery in Puerto 
Rico which the Gibbs-PPI group was then seeking to 
develop. The letter setting forth the terms of retainer 
dated December ll, 1961 has been marked at pretrial pro- 
ceedings as Defendant's Exhibit 463 for identification. 
Chapman in turn requested Bruce K. Brown, a petroleun 
and petrochemical consultant, to advise him with respect 
to the proposal of the Gibbs-PPI group. 

(31) EDA under date of December 12, 1961 sent a 
letter to PPI, care of Omega Management, Inc., stating 


its support for the PPI proposal, which letter has been 


marked at pretrial proceedings as Defendant's 
432-AP for identification. 

(32) In February 1962, the efforts of the Gibbs- 
PPI group to develop a proposal for a refinery in Puerto 
Rico were discontinued and the retainer of Chapman and 


his law firm as counsel to PPI was terminated. 


F. The Activities of Brown in Conjunction 
Exhibit 1 and Coan Pertaining to a Refinery } 


(33) Commencing in December 1961, at the request 
of Chapman, Brown undertook to analyze the PPI project. 
Brown submitted a letter and memorandum dated Decem- 
ber 22, 1961 to Chapman which nave been marked at 
pretrial proceedings as Defendant's Exhibits 289 and 
287 for identification. 

(34) In February 1962, after the efforts of 
Gibbs-PPI group were discontinued, Chapman, Coan 
and Brown, and for a short period Gibbs individually, 
continued working together toward the development 
of a refinery in Puerto Rico. Coan asked UOP to nerform 
a site survey for the location of a refinery in Puerto 
Rico and to evaluate the timing for engineering agree- 
ments, contractors' bidding, and construction necessary 
for completion of such a refinery. Pursuant to these re- 
quests, UOP provided in February 1962 a proposed schedule 
for the completion of the refinery, which has been marked 
at pretrial proceedings as Defendant's Exhibit 413 
for identification, and in March 1962 provided a 
site survey for the possible location of a refinery, 
which has been marked at pretrial proceedings as 


Defendant's Exhibits 416 and 416A for identification. 
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In April 1962, pursuant to Coan's requests, UOP A 200 
prepared and transmitted to Omega Management a 

revised and expanded general feasibility study for 

a refinery for Puerto Rico, based on a charge stock 

of 60,000 b/d of crude oil, which study has been 

marked at pretrial proceedings as Defendant's 


Exhibits 420 and 423 for identification. 


(35) On March 7, 1962 Coan and Gibbs visited the 


New York offices of Phillips Petroleum Company. Following 
this meeting, A.D. Fischbeck, a manager len develop- 
ment of petrochemical projects in Phillips’ New York 
office, prepared a memorandum which has been marked at 
pretrial proceedings as Plaintiff's Exhibit 8 for identi- 
fication and sent a letter to Coan Gated March 9, 1962 
which has been marked at pretrial proceedings as Plain- 
tiff's Exhibit 142 for identification. A supsequent meet- 
hbeck, Brown and Coan, 
Fleming of the Research and Engineering Department of Sun 
Oil Company and Aimison Jonmard, Vice President of Planning 
for Celanese Chemical Company, was held on or about 


March 16, 1962, a memorandum of which has been marked at 


_ pretrial proceedings as Plaintiff's Exhibit 144 for 


identification. Thereafter Coan sent a letter dated 
March 22, 1962 to Fischbeck, which letter has been marked 
at pretrial proceedings as Plaintiff's Exhibit 143 for 
identification. Fischbeck sent a letter to Coan dated 
April 2, 1962 which letter has been marked at pretrial 
proceedings as Plaintiff's Exhibit 145 for identification. 
(36) On May 16, 1962 Brown met with the following 


members of the Phillips’ management in Bartlesville, 
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Oklahoma: W.C. Hewitt, Chairman of the Operating 
Committee? C.M. Kittrell, Vice Chairman: J.L. Kyser, 
Manager of Supply and Transportation; A.J. Head, 

Manager of Phillips Chemical Company; and P.M. Arnold, 
Manager of Research and Development. With a letter 

dated May 16, 1962 addressed to the attention of 

W.C. Hewitt, which letter has been marked at pretrial 
proceedings as Defendant's Exhibit 303 for identification, 
Brown presented to Phillips a memorandum, which has been 


marked at pretrial proceedings as Defendant's Exhibit 


303A for identification. 


(37) On May 9, 1962 Chapman and Brown met with 
Cordell Moore, Oil Import Administrator in the U.S. 
Interior Department. A memorandum of the conference 
was prepared by Brown which has been marked at pretrial 
proceedings as Defendant's Exhibit 302 for identification. 

(38) Durand with a covering letter dated May 18, 
1962, provided a letter, also dated May 18, 1962, 
addressed to Chapman as General Counsel of Puerto Rico 
Chemical Company, Inc., which letters have been marked at 
pretrial proceedings as Defendant's Exhibits 432-BY-1l 
and 432-BY-2 for identification. 

(39) On May 31, 1962, a memorandum was sent by W.C. 
Hewitt of Phillips to William W. Keeler, which has been 
marked at pretrial proceedings as Plaintiff's Exhibit 22 
for identification. On June 5, 1962 Hewitt sent a letter 
to Brown pertaining to Brown's presentation to Phillips 
on May 16, 1962, which letter has been marked at pretrial 


proceedings as Defendant's Exhibit 308 for identification. 
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G. The Efforts of Chapman and Coan to Develoo Snonsorshninp 
in Puerto Rico during tne Summer and 
(40) Brown in June 1962 withdrew from further 
participation with Chapman and Coan in the attempt 
to develop a refinery in Puerto Rico. Chapman and 


Coan in July and August of 1962, explored the possibility 


of obtaining support for such a venture from a syndicate 


‘of investors in Puerto Rico headed by James J. Wilson, 
who was affiliated with the Insular Investments Corpora- 
tion. Although the Wilson group expressed interest in 
the proposed project, Wilson did not agree with Chapman's 
terms for compensation for his services. Before the end 
of August 1962, Wilson expressed to Coan his lack of 
interest in proceeding further. 

(41) On October 25, 1962, Coan sent a memorandum to 
EDA which has been marked at pretrial proceedings as 


Defendant's Exhibit 432-CR-l for identification. 


H. Some Develooments During 1963 
(42) Under date of March 20, 1963, EDA Administra- 


tor Rafael Durand sent a letter to Secretary Udall, 
with copy to Cordell Moore, Oil Import Administrator, 
which letter has been marked at pretrial proceedings 
as Defendant's Exhibit 399 for identification. 

(43) In early August 1963 Chapman spoke with the 
President of Phillips, Stanley Learned. Chapman ex- 
pressed confidence that the necessary oil import quota 
could be obtained by Phillips for a project in Puerto 
Rico, and Learned expressed intzscrest in exploring this 


possibility. On August 7, 1963, Chapman and Michael W. 
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Shea, one of his law associates, met in Washington with 
representatives of Phillips. A memorandum of this meeting 
prepared by Michael Shea and dated August 3, 1963 has 
been marked at pretrial proceedings as Plaintiff's Ex- 
hibit 189 for identification. 

(44) In October 1963 Coan arranged a meeting for 


representatives of Phillips with representatives of the 


Exhibit 1 New York office of EDA, including Diaz-Hernandez. 


(45) A memorandum dated November 7, 1963, was 
delivered by Coan to Waldby which has been marked at 
pretrial proceedings with a covering letter as Piain- 
tiff's Exhibit 185 for identification. By letter agree- 
ment dated November 22, 1963 Phillips retained Coan and 
Omega as from November 1, 1963, which letter agreement 
has been marked at pretrial p ag Plaintife's 


Exhibit 6 for identification. 


I. Phillips' Submission to EDA of a Proposal for a 


Project in Puerto Rico 
(46) Stanley Learned addressed a letter dated 


December 16, 1963 to Rafael Durand. The letter, which 
has been marked at pretrial proceedings as Plaintiff's 
Exhibit 271 for identification, was taken to Puerto Rico 
and delivered to Rafael Durand by Diaz-Hernandez prior to 
December 20, 1963. 

(47) In January 1964 executives of Phillips met in 
Puerto Ricc with officers of EDA and other agencies of 
the Commonwealth Government to explain Phillips’ proposal 
for establishing a project in Puerto Rico. On January 
3, 1964 Stanley Learned, Paul J. Parker, W.C. Hewitt and 


Roy Waldby of Phillips and Martin Friedman of the law 
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firm of Chapman & Friedman, counsel to Phillips, met in 
San Juan with EDA Administrator Rafael Durand, Sanchez 
Rivera, President of the Puerto Rico Industrial Develop- 
ment Company (PRIDCO) and Sam Van Hyning, a consultant to 
EDA. Also on January 3, 1964, the Phillips representa- 


tives met with Diaz-Hernandez, Van Hyning, and certain 


officers of PRIDCO, including Sanchez Rivera, President, 


Varilo Oyding, Vice President for Finance and Rafael 
Ignacio, Vice President, and Jose Munez, Assistant Vice 
President for Development. On January 4, 1964, the 
Phillips group, accompanied by Owen Martinez 

PRIDCO staff, toured the Island by plane and car to viev 
possible sites on the south and west coasts of Puerto 
Rico for the proposed complex. 

(48) At the meeting on January 3, 1964 with 
representatives of the Commonwealth Government, 
Learned stated that the purpose of the visit was 
to explain the nature of Phillips' proposal and the 
organization and capabilities of Phillips to carry 
out such a proposal. Following Learned's statement, 
W.C. Hewitt described the various business activities 
of Phillips. At the same time, with a letter to 
Durand dated January 2, 1964, a brochure was sub- 
mitted by the Fhillips representatives to EDA entitled 
"Establishment of a Core Chemical Industry in Puerto 
Rico". The letter of transmittal has been marked at 
pretrial proceedings as Defendant's Exhibit 506 and 
the brochure as Plaintiff's Exhibit 221 for identifi- 
cation. 


(49) Following the presentation to officials of 
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EDA and PRIDCO in Puerto Rico by Phillips personnei 


in January 1964, the officials of EDA made various 
suggestions for the manner in which the proposal 
might be presented to the U.S. Interior Department. 
J. Submissions to the Interior Department by EDA and 
Phillips: January - June 1964 

(50) Rafael Durand, under date of January 14, 

Exhibit 1 1964 sent a telegram to Secretary of the Interior 

Udall which telegram has been marked at pretrial 
proceedings as Defendant's Exhibit 341 for identifi- 
cation. 

(51) On January 15, 1964, Chapman ard his law 
firm filed a Petition for Allocation of Unfinished 
Oil-Puerto Rico on behalf of Phillips with the Oil 
Import Appeals Board whicn petition has been marked 
at pretrial proceedings as Defendant's Exhibit 476 
for identification. 

(S2) On January 28, 1964, Rafael Durand sent a 
letter to Secretary Udall which letter has been 
marked at pretrial proceedings as Plaintiff's Exhibit 
190 for identification. 

4. | (53) Chapman and his law firm submitted to the Oil 
Import Appeals Board in May 1964 a brief entitled “Brief 
in Support of Petition For Allocation of Unfinished 
Oils-Puerto Rico" which has been marked at pretrial 
proceedings as Plaintiff's Exhibit 327 for identifi- . 
cation. 

(54) On May 1, 1964 Chapman and his law firm 


submitted to the Oil Import Administrator, Cordell 


Moore, 'a letter with accompanying memorandum entitled 
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"Memorandum in Support of Request for Recommendation 
for Increase in Maximum Level of Imports of Un- 
finished Oils-Puerto Rico". A copy of the brochure 
marked as Plaintiff's Exhibit 282 for identification 
and of the "Brief in Support of Petition for Allocaticn 
of Unfinished Oils-Puerto Rico" marked as Plaintiff's 
Exhibit 327 for identification also were submitted 
with the letter. The letter dated May 1, 1964 and 
the accompanying memorandum have been marked at 
pretrial proceedings as exhibits identified by 
Chapman in response to Def:ndant's question No. 46. 
Under date of June 19, 1964, EDA Administrator 

Rafael Durand sent a letter to Assistant Secretary 
John M. Kelly of the Department of the Interior, 
which letter has been marked at pretrial proceedings 


as Defendant's Exhibit 401 for identification. 


The Hearing in July 1964 Before the Oil Import Appeals 
Board on the Pnillips’ Application and the Supolemen- 


tary Submissions 


(55) ‘The Phillips' application for an impor‘ 
license created serious controversy in the oil industry, 
with competing oil companies opposing the granting 
to Phillips of the import authorization essential fur 
the Puerto Rican project to go forward. On July 31, 
1964, a public hearing on the application of Phi‘livs 
for an oil imgort authorization for Puerto Rico was 
held before the Oil Import Administration of the 


Department of the Interior, at which EDA supported 


the Phillips' application and various representatives 


of other oil comsanies and oil industry groups 


appeared in opposition. 


ie 


At the hearing on July 31, 1964, testifying 
in support of the Phillips' application, were EDA 
Administrator Rafael Durand, accompanied by Amadeo 
I.D. Francis and Sam Van Hyning (Transcript, pp. 5-27); 
Stanley Learned, President and Chief Executive 
Officer of Phillips (Transcript, pp. 27-35, 76-89); 
Roy M. Waldby, Manager, Petroleum Projects Develop- 

Exhibit 1 ment, of Phillips (Transcript, pp. 35-43, 86-87, 89); 
Carl M. Kron, Manager, Marketing Research for 
elastomers, fertilizers and chemicals for Phillips 
(Transcript, pp. 44-55, 87-88); and W.W. Keeler, 
Chairman of the Executive Committee of Phillips 
(hraneeviae., pp. 55-76). Phillips presented five 
exhibits in support of its presentation which have 
been marked at pretrial proceeding 
Exhibit 353. and’ Plaintiff's Exhibits 355A to 355D, 
inclusive, for identification. 

(57) At the hearing on July 31, 1964, testifying 
in general in opposition to the Phillips’ application 
for an oil import license were the following represen- 
tatives of other oil companies and the oil industry: 
M.A. Wright, Director and Executive Vice President of 
Standard Oil Company (New Jersey) (Transcript, pp. 
90-93); Fred A. Billups, President of Tropical Gas 
Company, Inc. (Transcript, pp. 94-108); R.D. Bent, Vice 
President and Director of Atlantic Refining Company 
(Transcript, pp. 109-118); Leon Hess, of Hess Oil & 
Chemical Corporation (Transcript, pp. 119-128); Sam H. 


Casey, President, Commonwealth Oil Refining Company, 


Inc. (Transcript, pp. 129-159); Wilson Colberg, Esq. 
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on behalf of Compania Petrolera de Puerto Rico, Inc. 
(Transcript, pp. 160-167); C.G. Drescher, President of 
St. Clair Refining Company (Transcript, pp. 168-172); 
James F. Clifton, Executive Vice President of Texaco 
Inc. (Transcript, pp. 172-177); Jerry McAfee, Senior 
Vice President of Gulf Oil Corporation (Transcript, pp. 
178-184); Russell B. Johnson, Esq. and Stanley Farrelly 
Exhibit 1 on behalf of Globe Oil Company Virgin Islands, Inc. 
(Transcript, pp. 185-195); George Meyers, Executive 
Vice President of Standard Oil Company of Indiana 
(Transcript, pp. 195-200); Barney Templeton, Manager, 
Purchases, Sales and Imports of SOCONY Mcbile Oil Con- 
pany, Inc. (Transcript, pp- 201-203); L. Dan Jones, 
General Counsel of the Independent Petroleum Associa- 
tion of America (Transcript, pp. 204-218); and J.G. 
Jiminez, Vice President of Tidewater Oil Company 
(Transcript, pp. 219-221). 

(58) In August 1964, following the public 
hearing conducted by the Oil Import Administration 
of the Department of the Interior, EDA and Phillips 
submitted supplemental statements in support of 
Phillips' application for an oil import allocation 
dated respectively August 24, 1964 and August 26, 
1964, which have been marked at pretrial proceedings 
as Defendant's Exhibits 359 and 358 for identifi- 


cation. 


L. The Initial Determination of the Secretary of the 
Inter.or in Feoruury 1905. and tic Necotiation of 


ee oe 


the Adqrecment between Phillips and EDA 
(59) On February 11, 1965, Secretary of the 


Interior Udall issued a statement which has been 
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marked at pretrial proceedings as Defendant's Exhibit 
364 for identification. 

(60) Following the Secretary of the Interior's 
announcement in February 1965, representatives of 
the Puerto Rican Government and Phillips in February 
1965 entered into negotiations as to the definitive 
terms and conditions upon which Phillips would 
establish a project in Puerto Rico. 

(61) Follcwing the Secretary of the Interior's 
announcement in February 1965, there were renewed 
protests from representatives of other oil companies 
and oil industry groups. Under date of March 8, 
1965 EDA Administrator Rafael Durand submitted a 
letter and memorandum to Secretary Udall sumrarizing 
the history of EDA's efforts to promote a third re- 
finery in Puerto Rico, which letter and memorandum 


have been marked at pretrial proceedings as Defen- 


dant's Exhibits 366 and 367 for identification. Alsc 


under date of March 8, 1965, Learned sent a letter 
to Assistant Secretary John M. Kelly of the Interior 
Department which letter has been marked at pretrial 
proceedings as Plaintiff's Exhibit 86 for identifi- 
cation. 

(62) During March, 1965 additional public 
hearings were held in the Interior Department with 
respect to the Mandatory Oil Import Program. At 
these hearings, opponents of the Phillips' proposal 
recommended revisions in the import program as set 
forth in Appendix B to the statement of H.A. True, 


Jrv., President of the Independent Petroleum Association 


cael ineamreneaanmasammnmasiegaceemantamanetl “es 
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of America, given on March 10, 1965, which statement 


“has been marked at pretrial proceedings as Plain- 
tiff's Exhibit 433 for identification and Appendix 5 
to that statement as Plaintiff's Exhibit 435 for 
identification. In addition, Sam H. Casey, President 

of Commonwealth Oil Refining Company, Inc. presented 
a statement which has been marked at pretrial pro- 

Exhibit 1 ceedings as Plaintiff's Exhibit 436 for identifi- 
cation. EDA Administrator Rafael Durand submitted 
a Supplemental Statement on March 22, 1965 which 

has been marked at pretrial proceedings as Defen- 
dant's Exhibit 368 for \dentification and Learned 
submitted a statement in a letter to Secretary Udall 


dated March 22, 1965 which has been marked at pre- 


trial proceedings as Defendant's Exhibit 369 for 
identification. 


(63) On May 14, 1965, the Department of the 


Interior released the text of a letter from Secretary 
Udall, dated May 11, 1965, to Governor Roberto 
Sanchez Vilella of Puerto Rico and Stanley Learned, 
President of Phillips, which release and letter have 
been marked =: pretrial proceedings as Defendant's 


Exhibits 372 ani 371 for identification. 


(64) Following the Secretary of the Interior's 
announcement of May 14, 1965, Phillips and the Common- 
wealth Government completed and entered into an 


agreement on May 27, 1965 which has been marked at 


pretrial proceedings as Plaintiff's Exhibit 100 for 
identification. 


(65) In convection with the agreement between 


A 
EDA and Phillips concerning the establishment of a 
core petrochemical facility in Puerto Rico, as a re- 
sult of further discussions between EDA and Phillips, 
Durand sent a letter dated May 27, 1965 to Learns, 
which has been marked at pretrial proceedings es Plain- 
tiff's Exhibit 101 for identification. In addition, 
Learned sent a letter dated June 11, 1965 to Secretary 


of the Interior Udall, which has been marked at pretrial 
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proceedings as Plaintiff's Exhibit 105 for identification, 
in response to the Secretary's request to Clarify the 
meaning of Phillips' commitment to limit motor fuel 
production of the project "to a maximum of 49.6% of 


the net charge stock used". 


M. The Continuing Opposition and the Amenement in 


December iyo> or tne O1i import vrociamation 
(66) Opposition from representatives of other 
oil companies and oil industry groups continued after 
the May 14, 1965 announcement of the Secr tary o° 
the Interior. On June 18, 19¢., the Secretary made 
an announcement which has been marked at peetivia! 
proceedings as Defendant's Exhibit 373 for identifica- 
tion. Following this announcement, the Governor of 
Puerto Rico, Roberto Sanchez Vilella, spoke to Secre- 
tary Udall by telephone and sent a letter to the Secre- 
tary dated June 29, 1965, which has been marked at 
pretrial proceedings as Defendant's Exhibit 374 for 
identification. 
(67) On July 2, 1965 the Office of the Secretary 
of the Interior announced the establishment of an 


inter-agency committee to review proposed modifi- 


Es 


cations of the Mandatory Oil Import Program estab- 
lished by Presidential Proclamation 3279, which 
announcement has been marked at pretrial proceedings 
as Defendant's Exhibit 377 for identification. 

(68) While the Phillips’ application for an 
oil import allocation and other amendments of the 
Mandatory Oil Import Program were being considered 


by the special cabinet committee, EDA Administrator 
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Rafael Durand, on August 8, 1965, issued a state- 
ment which has been marked at pretrial proceedings 
as Plaintiff's Exhibit 115 for identification. 

(69) Learned sent a letter dated November 12, 
1965 to Cordell Moore, Administrator of the Oil 
Import Administration, which letter has been marked 
at pretrial rvoceedings as Plaintiff's Exhibit 117 
for identification. 

(70) On November 10, 1965 EDA Administrator 
Durand met in Washington with Lee White, special 
counsel to the President. Governor Sanchez of 
Puerto Rico sent a letter dated November 13, 1965, 
to President Johnson which has been marked at pre- 
trial proceedings as Defendant's Exhibit 379 for 
identification. Durand sent a letter dated Novem- 
ber 14, 1965 to Lee White which letter has been 
imarked at pretrial proceedings as Defendant's 
Exhibit 380 for identification. On December 4, 
1965 Durand again wrote to White. This letter 
has been marked at pretrial oroceedings.as Defen- 
@ant's Exhibit 381 for identification. 


(71) By Proclamation dated December 10, 1965 
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President Johnson amended the Mandatory Oil Import 
Program (as established by Presidential Procla- 
Mation 3279), providing, inter alia, that the 
Secretary of the Interior may grant, in instances 
in which the Secretary determines that such action 
would not impair the accomplishment of the objec- 
tives of the Prociamation, “allocation of imports 
of crude oil and unfinished oils into Puerto Rico 
to persons as feedstocks for facilities ... which 
in the judgment of the Secretary will promote 
substantial expansion of employment in Puerto Rico 
through industrial development." The Proclamation 
modifying Proclamation 3279 has been marked at pre- 
trial proceedirgs as Defendar.t's Exhibit 383 for 
identification. Ina which: 
has been marked at pretrial proceedings as Defen- 
dant's Exhibit 382 for identification, the Depart- 
ment of the Interior noted that the December 10, 
1965 Proclamation of the President was based on 


the "unanimous recommendation of the Department of 


the Interior and all other interested Federal 


Departments and Agencies." 

(72) On December 21, 1965, the Secretary of 
the Interior issued amendments to Oil Import Regula- 
tion 1, effective January 1, 1966, (Code of Federal 
Regulations, Title 32A - National Defense, Appendix, 
Chapter X - Oil.Import Administration), which have 
been marked at pretrial proceedings as Defendant's 
Exhibit 385 for identification. On December 23, 


1965; Secretary of the Interior Udall issued an 


A. 215 


order which has been marked at pretrial proceedings 
as Defendant's Exhibit 291 for identification. On 
April 18, 1973, Presidential Proclamation 4210 was 
issued, effective May 1, 1973, modifying Proclamation 


3279. 


N. Events in 1966 and 1967 


(73) In January, 1966, Phillips Puerto Rico 
B Exhibit 1 Core, Inc. ("CORE"), was incorporated under the laws 

of Delaware. In March, 1966 the capital stock of COPE 
was distributed 75 percent to Phillips, 25 percent to 
PRIDCO. (In 1970, Phillips purchased from PRIDCO the 
25 vercent of the capital stock of CORE then owned by 
PRIDCO.) On March 14, 1966 a contract was entered into 
between Phillips, PRIDCO and EDA which has been marked 
at pretrial proceedings as Piaintiff's Exhibit i134 for 
identification. 

(74) Jack P. Coan died on March 27, 1966. 

(75) On September 27, 1967 the ~. 1plaint in the 
present action by Prudential New York against Phillips 
was filed in the United States District Court for 


the Southern District of New York. 


3. Waiver of best evidence rule as to documents 
marked for identification -- The parties have stipulated, 
without conceding the admissibility on grounds of relevancy, 
materiality or competency, that copies of any documents or 
copies thereof which have been produced during pretrial dis- 
covery and marked prior to trial for identification, may be 
used or offered in evidence as though said copies were ori- 


ginals without regard to the best-evidence rule, provided, 
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however, that either party may, if it wishes, use or offer in 
evidence the original or another copy in addition 
used or offered in evidence. 

4. Statement of the issues to be tried 
trial of the action shall be based upon this Order and the 
issues to be tried are formulated by the Court as follows 
(see l1.d., supra, as to the issue concerning jurisdiction): 

(1) Whether Prudential New York is the proper 
party in interest and has standing to assert the claims set 
forth in the complaint. 

(2) Whether there was a legally enforceable jcint 
venture created between Phillips and Prudential Connecticut 
relating to a petrochemically-oriented refinery in Puerto 
Rico. If so, what were its terms, who were the parties 
thereto, and was it terminated or breached at any time? 

(3) Whether Prudential Connecticut in furtherance 
of any joint venture created between it and Phillips assumed 
any obligation, participated in any material manner ia obtain- 
ing the necessary change in the Oil Import Control Program of 
the United States, made any material contribution to the 
planning, financing or construction of the petrochemiczi faci- 
lity in Puerto Rico known as Phillips Puerto Rico Core, Inc. 
or made any other material contribution to the furtherance of 


any such joint venture. 


(4) Whether Prudential Connecticut conceived, for- 


mulated, or developed any legally protected concept or 
material relating to a petrochemically-oriented refinery in 
Puerto Rico. 

(5) Whether Prudential Connecticut disclcsed to 


Phillips any legally protected concept or material relating 


4 
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to a petrochemically-oriented refinery in Puerto Rico in 
reliance upona material misrepresentation by Phillips. 

(6) Whether Prudential Connecticut disclosed to 
Phillips any legally protected concept or material relating 
to a petrochemically-oriented refinery in Puerto Rico as a 
result of a relationship of trust and confidence between 


Prudential Connecticut and Phillips. 


Exhibit 1 (7) Whether Phillips appropriated any legally 


protected concept or material conceived, formulated or 
developed by Prudential Connecticut relating to a 
chemically-oriented refinery in Puerto Rico which Phillips 
utilized in a material way in the development and establis’ - 
ment of the petrochemical facility in Puerto Rico known 


as Phillips Puerto Rico Core, Inc. 


(2) udertial Connecticut 
specific actions which it otherwise would have taken in 
reliance upon misrepresentations by Phillips from which 
forebearances Phillins derived a material benefit in the 
development and establishment of the petrochemical facility 
in Puerto Rico known as Phillips Puerto Rico Core, Inc. 

(9) Whether Prudential New York commenced this 
action an unr-asonable length of time after it or Prudential 
Connecticut or Prudential Delaware acquired notice of material 
facts giving rise to the claim in the complaint and whether 
the prosecution of this action at such time causes such 
iniury and prejudice to Phillips that Prudential New York 
is not entitled to maintain this action. 

(10) Whether Prudential New York is entitled to 
specific performance by Phillips of any joint venture agrec~ 


ment between Phillips and Prudential Connecticut. I£ so, 
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to what specific performance is Prudential New York entitled? 


(11) Whether as a condition to any svecific per- 


formance by Phillips it is entitled to reimbursement from 


Prudential New York for Phillips' investment in the planning, 
financing and construction of the petrochemical facility 
in Puerto Rico known as Phillips Puerto Rico Core, Inc. 

(12) Whether Prudential New York is entitled to 
an order for an accounting to make a division between it 
and Phillips of all rights, properties, interests and asset 
relating to the petrochemical facility in Puerto Rico known 
as Phillips Puerto Rico Core, Inc. 

(13) Whether Prudential New York is entitled to a 
judgment declaring Phillips to hold as trustee for Prudential 


New York the petrochemical facility in Puerto Rico known 


(14) (The issue as to what damages, if any, 
Prudential New York would be entitled to, will be framed fol- 
lowing the Court's decision upon defendant's motion to strike 
the jury demand. ] 

(15) Whether Phillips is entitled to a judgment 
against Prudential New York dismissing the complaint in 


this action. 
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Executive Committee of the Board o£ 


rucential Equities Corp. was held at the Canadian 


York, New York, at 12:00 o'clock noon, local time, pursuant. to 
a Notice of Meeting duly sent to all members. A copy of said 


Motice was directed to be filed with the records of 


‘tion as part of these minutes. 
There were present: 


Nathan M. 
Thomas L. 
Michael 
Charles 
Raymond 
Frederick . 
Frederick W. 


we! 
as 


being a guorun of the Executive —rrn 

iiss Patricia R. Morel, Assistant Secretary of the 
poration was in attendance at the meeting. Also, Burton *M. 
and Acnold M. Sheidlo#er, counsel for the Corporation, were 

She Chairman indicated that the first order of business 
would be to review the proposed financial report to stockholders 


of the Corporation, which included the financial statements 0: 


Corporation's subsidiary, Prudential Funds, Inc., for the fiscal 


year erded June 30, 1967, and the supplemental notes 


latter to stockh 


and the operations of Prudential Funds, Inc:, in 
narrative form. In view of the stress placed in the report 

upon the operations of Prudential Funds, Inc., it was suggested 
by the directors that the report be designated as a fiscal report 
aA Ci a annual report to stockholders of the Corporation, 
After discussion, it was upon motion Guly made and EGET 
mousty . 


RESOLVED, that the form of fiscal report 
submitted to this meeting, with such change or 
changes therein as discussed and approved at 
this meeting, be, and the same hereby is, in all 
respects approved and adopted; and further 


RESOLVED, that the proper officers of the 
Corporation be, and they hereby are, author- 


» rs a ‘ > 
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acts and things to prepare said fiscal report, 

as so revised at this meeting, and mail the same 
‘to stockholders of the Corporation and to take 
all such other action as they may deem necessary, 
proper or convenient to carry out the purport of 
the foregoing resolutions, 


The Chairman then called upon Mr. Raymond J. Kerester to 


report to the meeting on the progress of the Corporation's venture 


in Madrid, Spain, with respect to the construction cf an office 


building complex. Mr. Kerester indicated that all efforts to date 


had been directed towards receiving ‘governmental approval for the 


first of four proposed buildings to. be constructed in the @owntown 
area of Madrid. It was indicated that the proposed value of the 


project was approximately $12,000,000, of which $8,000,000 was alld 


cated to the proposed mii haaes and $4,000,000 to the a 
on which the construction is proposed. The possible means of 
financing said amount was discussed at length. It was reported 
that the permit had been received from the Spanish sovernment 
to proceed with the construction of the first building, which 
would have eighteen stories. The Chairman indicated that nego- 
tiations with respect to “":e construction of the first building 
would commence with the visit to Spain by the Chairman and Mr. 
Kerester on or about October 12, 1967. 
‘, 

In respect of the above proposed construction, . the 
-table for the same was summarized as follows: the dy cu lieaticas 
specifications for the building would take appro; 


months; signing ef leases and other documents with respect to 


the building would take another four months after the specification 
Pp 


were drawn; and, completion of the building was estimated to be 


approximately tweity-four months from commencement of construction. 
‘the property, which comprises approximately thirty-five acres, 
‘was stated by the Chairman to be particularly attractive for de- 
velopment inasmuch as the Spanish government was prepared to grant 
& twenty-year tax fres holiday with respect to the project, 

The Chairman then declared that it had become necessary, 
by reason of the continued expansion of the puke bus of the Cor- 


poration's subsidiary, Prudential Funds, Inc., and particularly 


Sy Ley co take 
executive offices. The Chai 
hard searching Prudential Ine. had 
space at 90 Broad Street, New York, New York, comprising one-h 


of the Fifth Floor of said building, and that it proposed to lease 


approximately 5,400 square feet for fifteen years ane 


he 


six months at an annual rental of approximately $38,000. In this 
connection, the Chairman presented to the meeting the proposed form 
= lease with respect to these premi Upon motion duly made and 


seconded, it was unanimously 


ne 
jary, tanec 

feet of space 
Street, = Yor'. New York for a term of 
years and six months at an annual rental 
mately $38,000, be, and the same hereby is, 
respects, approved and adopted. 


The Chairman then stated that it would be well to consider 
the various alternatives in respect to the recapitalization of 
Prufin Corporation, the objective of such recapitalization being to 
obtain funds for Prufin Corporation so that the latter may in- 


i 


dependently finance the varied activities of the Corporation. In 
this regard, the Chairman mentioned to the meeting various prelimin 


ary discussions which he intended to commence for the purpose of 


obtaining additional funds for Prufin Corporation. A 27> 
The Chairman then indicated that in line with th 
expansion of the activities of Prudential Funds, Inc. in creat- 


ing Drilling Funds for corporations, Prudential Funds, Inc. was 


actively pursuing corporate prospects, particularly those corpora- 


tions which are experiencing accumulated earnings tax problems. 
this regard, the Chairman reported to the meeting that P 

Funds, Inc., had entered into a drilling fund venture with Mz. 
Harry Figgee, aggregating $1,200,000. In this regard, the Chairman 
presented to the meeting the form of the 1567 Drilling Venture with 
Harry Figgee. 

The Chairman then stated that it would be @ppropriate for 
the Board to take action upon the previct:> action of the Stock Option 
Committee of the Corporation in havin ranted options to. two em— 

E a 
Pployees of the Corporation. There then followed a discussion by 
the directors and upon motion duly made and seconded it was unani- 
mously 

RESOLVED, that the action of the Stock Option 

Committee under the Qualified Stock Option Plan of 

the Corporation in granting to the employees listed 

below the options to purchase the number of shares 

of Common Stock of the Corporation set forth next to 

their respective names at the option price of $20.00 

per share, be, and the same hereby is, in all respects 


ratified, confirmed and approved 


Raymond J. Kerester 2, 6o0 
Patricia R. Morel L, 000 


and it was further 


RESOLVED, that the proper officers of this 
Corporation be, and they hereby are, authorized 
and directed to execute and deliver such options 
to the aforesaid employees covering the designated 
number of shares of Common Stock of the Corpora- 
tion, in the form heretofore adopted by the 
Board of Directors, with such change or changes 
therein as shall be approved by the officers 
executing the same, with advice of counsel, 
the execution of such change or chances to be 
conclusive evidence of such approval; and it 
was further 


RESOLVED, that upon the acceptance of 
each such option by the employee to whom it was 
granted, the exercise thereof, the full com- 
Pliance with the terms thereof and the payment 
of the purchase price as provided for therein, 
the proper officers of the Corporation be, and they 
hereby are, authorized and directed to cause to 
be issued and delivered to the employee exercis- 
ing the same the number of shares of Common 
covered thereby; and it was further 


“RESOLVED, that upon the issuance and delivery 
of any of the authorized but unissued shares of 
Common Stock of the Corporation in accordance 
with the preceding resolutions, such shares of 
Common Stock, and each therecf so issued and de- 
Livered, shall be deemed and is hereby declared 
to be fully paid and non-assessable; and it was 
further 


RESOLVED, that the proper officers of the 
Corporation be, and they hereby are, author- 
ized and directed to do and perform all such 
acts and things and to sign such documents and 
agreements and to take all such other steps as 
may be necessary, proper or convenient to carry 
out the intent of the foregoing resolutions 
and fully to perform the terms and provisions 
of the foresaid options. 


The Chairman then stated that all routes towards 


settlement of the dispute with Phillips Petroleum Company 


~ 


had been explored and had failed. Accordingly, the 


Chair- 
man indicated to the meeting that the Corporation's subsi- 
diary, Prudential Oil Corporation, had no alternative but 

to retain counsel to commence suit against Phillips Petroleum 
Company to recover the property right of Prudential Oil 


Corporation in the petrochemical complex in Puerto Rico, pre- 


Sently admiristered by Phillips Petroleum Company. In this 


regard, the Chairman indicated that Prudential Oil Corpora- 
tion had retained the legal firms of Robert Conrad, Esq. o 
Washington, D.C. and Palmer, Searles, Delaney & Shaw o 

York City to work with the office of Burcon M. Abrams, counsel 


for the Corporation, for the purpose of commencing suit against 


Phillips Petroleum Company.- There then followed a lengthy dis- 


cussion among the directors. 


Upon motion duly made and seconded, it was unanimously 


the Corporation's subsidiary, Prudential Oil 
Corporation, acting for and on behalf of Pru- 
dential Oil Corporation, be and they hereby 
are authorized and directed to take all steps 
necessary or. advisable in the best interest 

of the Corporation and Prudential Oil Corpora- 
tion to commence suit against Phillips Petroleum 
Company, including the retention of all counsel 
deemed necessary by said proper officers for 
the purpose, in order to recover the pronerty 
rights of Prudential Oil Corporation in and to 
the petrochemical complex in Puerto Rico, pre- 
sently administered by Phillips Petroleum Com- 
pany; and further 


RESOLVED, that the proper cfficers of 


RESOLVED, that the retenti fo) 
the law firm of Robert Conrad, Esa ra 
Washington, D.C. and Palmer, Searles. 
Delaney & Shaw of New York Ci ty by Pruden- 
tial Oil Corporation to work with the office 
of Burton M. Abrams,.counsel for the Corpora- 
tion, for the purpose of commencing the e said 
Suit against Phillios Petroleum Company be, 
and the same hereby is, in all FYespects rati-« 
fied, confirmed, approved and adopted; and 
‘further , 


RESOLVED, that the proper officers 
of the Corporation be, and they hereby are, 
authorized and directed to perform such acts 
and execute such documents, upon advice of 
counsel, as shall be deemed necessary and 
desirable to effectuate the foregoing reso- 
‘lutions. 


The Chairman then stated that it would he sdvisable 
at this time to call the Annual Meetin 


the Corporation for the purpose of electing 2 Board of 


and for such other business as may properly come hé 


meeting. In this connection, the Chairman presented co the 


meeting a copy of the proposed form of Notice of Meeting to be 


used in connection therewith, and as well as a form cf Proxy, 


° 


and he directed that said documents be filed with the recorés 
of this meeting as an exhibit to these minutes. 


Upon motion duly made and seconded, it was unanimously 
RESOLVED, that the form of Notice of 

Meeting and form of Proxy presented to this 

“meeting, be, and the same hereby are, in all 

respects approved and adopted, with such change 

Or changes therein as may be approved by the 

officers of this Corporation, with the advice 

and approval of the ani nbile, the execution 

thereof with such change or changes therein to 


be conclusive evidence Of such approval: and 
further 


RESOLVED, an Annual Meeting 
“holders of Corporation he, 
to ke held at the 
counsel for the Corporation, 
Plazes, New York, New York, 
on Monday, October 2, 1957, at 10:00 o'clock 
A.M., in the forenoon, local time, for the 
following purposes: 


(i) to elect 2 Board of 
Directors consisting of twelve 
(12) directors to hold office 
until the next Annual Meeting of 
Stockholders and until their re- 
Spective successors have been duly 
elected and qualified: and 


. 


(ii) to transact such other 
business, if any, as may properly 
come before the meeting and 
adjournment or adjournments 
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: RESOLVED, that the close of business 
on September 15, 1957, be, and the same hereby 
is, fixed as the record date and time for the 
determination of the holders of Comnon Stock 
of the Corporation entitled to notice and to 
vote at said Annual Meeting of Stockholder 
and all persons who are holders of Common Stock 
of the Corporation at such time and at «ch 
date shall be entitled to notice and to vote 
at such meeting; and further 


RESOLVED, that Layman Eendrex and 
Charles Abramovitz, be, and they hereby are, 
adpointed Judges of Stockiolders' Votes to 
serve at said Annual Meeting ot Stockholders 
or any adjournment or adjournments thereof; 
and further 


RESOLVED, that the following named 
persons be, and they hereby are, designated as 
the management slate to be submitted to the 
stockholders for election at said Annual Meet- 
ing of Stockholders: 


James C. Butt 

Richard N. Funkhouser 
Frederick M. Glass 
Carleton E. Hammond 
William Kelallis 
Raymond J. Kerester 
Charles J, Kushell, dr. 
Fredericl: W. Lowey 
Joseph Meacham 
Patricia R. Morel 
Michael F, Sassi 
Nathan M. Shippee 


and further 


RESOLVED, that the proper officer 
the Corporation be, and the hereby are, au- 
thorized and directed to do gre’ perform all 
Such acts and things and sign such cocuments 
ana certificates and to take all such other 
ides as hey wis deem necessary, ¢ 

th the foregoing 
en rae and the call and holding of saia 
Annual Meeting of Stockholders. . 


There being no further business to come before the 


meeting, it was, on motion duly made and seconded, adjourned, 


Secretary 
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IN THE SUPREME COURT OF NEW YORK 
NEW YORK COUNTY 


IL CORPORATION, 
ada 


COMPLAINT 


spain COMPANY and 
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Plaintifé is a corporation existing under the 
having its principal office at 1 Rockefeller 


County and State of New York. 


troleum Company is a corpo vation 
existing u Delaware, licensed to Go business 
in the State of New York, having its principal place o£ 


within the State at 80 Broadway, City, County and 


Tne Hon. sax L. Chapman (U.S. Secretary of the 
this action, is a non- 
Gomiciliary of the State over wnom this court has jurisdiction 
unéer §302(a) of the Civil Practice Law and Rules. He 
maintains an office for the practice of law at Pennsylvania 


eo 


Street, N.W., Washington, D.C., 20004. 


+) Zy. aay 
Dy es 23. 
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Economic Development Administra 


* oy 


Rico (EDA) consulted with on 


Inc., 220 Park Avenue, New York, ' 
nated "Petroquimica Puertorri- 


WALGER, a art of “Operation Bootstrap", would enhance 


. . 


the economic sae Commonwealth by providing 
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petrocnemical feed st 
associatec "satellite" plants in Puerto Rico into cnemical 


comicodities y into consumer oroducts. 


SDA, Coan, and el1l1 others concerned recogni 
Sutset that the economic feasibility of the project 
its Operation with unfinished oils from Latin 
raw material. Under Presidential Proclamation 
Regulation 1 of the U.S. Department of 


could, only be obtained for 


import quota were assis 


B® £86 


On December 14, 1961, one Mr. Sam Van 
to EDA, wrote to Mz. Coan 


Rafael Durand, Administrator had met with 


<£ the Interior, the Hon. Stewart L. Udall, in 


“erto Rico to discuss Puerto Rico's petrochemical matters 


and that Secretary Udall had expressed concrete interest in 


Puerto Rico’s resource problems. 


Management, Inc. 
Universal Oil 


Lilinors,. to inieiate:-an 

Petroguimica Puertorriquena project. 
September 12, 1961, UOP wrote to Mr. Coan to indicate that 
they were initiating their study. he factual 


assumotions set forth as being the basis for the study was 


aterial for the facility would be Venezualana 


At the request of Coan, one Mr. Bruce K. Brown, a 
Girector qi Murphy Corporation of New Orleans, Louisianna, 
began to work with defendant the Hon. Mr. Chapman on the 


concest of a Puerto Rican refining venture operating on 


A 


On January 29, 1961*Brown wrote 
¥Y, Commonwealth Oil and Refining 
ruary, 1962, Brown prepared several 


neerning the Puerto Ri efinery venture. One 
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Tae other memorandum detailed a plan Zor payment 


a 


be mace to various parties -performing services in the promo 
including Omega Management, Ine., Brown 


~ Mr. Chapman. 


Soeur tinare Vamp nceatiees ice teal = 


Memoranaunm aerenadant the Hon. Mr. C: as counse 

receive a retairz $6,000 plus a base monthli 

i,000 commencing on January 1, 1962. After operations 
commenced, defendant i Mr. Caapaan was to be general 
counsel for the venture at an annual base retainer of $25,000. 
In adcition, defendant the Hon. Mr. Chapman and Brown were to 


receive management stock options. 


So. On Fepruary 23, 1962, Coan received a confidential 

letter from Van Hyning concerning the details of the next 
be taken in the matter of site selection for the 
facility, Substantial additional correspondence 


anc EDA officials was conducted during this period | 


9, 1962 Dr. A.D. Fischbeck, Manager, 
Projects Development, International Department 


A 
| 
| 
| 


dant Phillips Petroleu;. Company wrote to Coan confirming 


| 
that they were to meet during the week beginning March 11, 1°62 
zo Giscuss the possibilities of defendant Phillips “supplying 
ating in the refining and petrochemical 


sement, providing technical assistance, 


:¢t sales and in any other category 


Fiscnseck again wrote 
16, 1962 
Rican project prepared 
inary corporate structure plan for 
Letter conveyed Pnhillips' lack of interest in 
"The advantages of participating 
~eZinery project as set forth in our meeting of March 


not xveacily apparent.” 


“+ 


On May 18, 1962 Durand, Administrator of EDA, wrote 


to defendant the Hon. Ni». Chapman indicating that he had had 


extensive discussion and correspondence with Omega Management, 


Inc. concerning the proposed Puerto Rican refinery and 


have Durand's, and therefore 


“ 


cuota for the project. 


a Prior to September 1962, despite a considerable effort 
exvenced in its benali by Coan, defendant the Hon. Mr. Chapman, 


and Brown, little progress toward successful launching of the 


one Mr. James J. Wilson of San Juan, Puerto Rico, dated 


. 


} 
{ 
! 
Sulv 3, 1962, Coan indicated that the following problems | 
| 
' 
' 
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ranzineé to be solved before the project could be formally 


~ 
a) 
8) 
is) 


emical manufacturer wno would bh 
the oetrochemical raw materials and 
utilize them ia Puerto Rico would nave 
Hem Ae fase « 
ed am es eee yy 
2. oil companies to provide the necessary 
raw materials and buy “he non-petrochemical 
refined products therefrom would have to 


the venture would 
have to be per 

4. a complete and reli 
would have t 


— 


le management grou 


* 


14. In September 1962 one Mr. Walter Gruber of E.M. Warburg 


and Company, 60 Broad Street, New York, N.Y., arranged for 


+ 


Coan to meet one Mr. Nathan M. Shippee, Chairman of the Board 


of plaintiif Prudential Gil -orporation for the purpose o 


rh 


aintiff's efforts en behalf of the said Puerto 


Pt) 
+e | 
- 
r 
Ww 
ct 
| san 
ba 
Q 
td 
tw 
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In a letter dated October 23, 1962 addressed to Gruber, 
inasmucn as he, one Mr. Edward J. Willey, 
of plaintiff, one Mr. William H. 
and the Hon. Robert B. Anderson (Secretary of the Wavy 1953-1954, 


sce 


Secretary of the Treasury 1957-1961) were the directors and 


sole snareholders in Heritage Corporation, a Connecticut 


4 


tif= would be in a position througn 


his 
Mr. Anderson to make contact with 

major petroleum and chemical companies to provide the raw 
for the proposed venture, items wnich 


£ 


ware prerequisite to its successful launching. 


entire file of corresponceace and reports 
thaveco were turned over to plaintiff for organization 


execution on behalft of 


began intensive efforts to provide the 
necessary element for the project. On Octeber 25, 
Thomas Young, a consultant to plaintiff, contacted the 
R.M. Parsons Company, 26 Broadway, New York, N.Y., to arrange 


services of this company as engineers for the project. 


Cx Cotozer 32, iations were initiated with a major 
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cacnieal company with a view to obtaining their participation in 


4@ venture as the cperator of a satellite chemical company. 


' 
(4 
Ww 
< 
a] 
bh 
> 
ci 
ct 
@ 
ty 
ey 


ated November 9, 1962 addressed to the 


“On. Mr. Anderson, Shippee explained that of the four elements 


Exhibit 3 Se=ve es general counsel to the venture, one element in 
pérticular lay in the special province of the Hon. Mr. Anderson 


Tals was to initiate contact with one or more major oil 


contracts tO sélli crude to the venture ane buy back the same 


amount of refined products less any petrochemical products sola 


eG Chenical conpanies . On November 9, 1962 Shippee and Willey 


= 


ostain nAis recommendation co 


ry 


cerning a major oil company to fill 


~AisS yole. The Hon. Mr. Anderson recommended defendant Phillips 


Petroleum Company and immediately telephoned one Mr. K.S. Adams, 


. 


a Thereupon, defendant Phillips dispatched the following 


[Anon am a - a—~% 7 fe at Ja _c= 
~etecr caved sovemser 13, 1962 and addressed to plaintif£é:: 


A 


connection with Puerto Rico Oil and 

chemical Company's complex to be built 

2erto Rico, Phillips Petroleum Company 
prepared to: 


furnisn 30,000 to 60.000 barrels per day 

of crude oil for charge stock; 

purenase the refined petroleum products 

not consumecé in the petrochemical operation; 
counsel with you and assist, if you wish, 

in the desicn and construction and operation 
of the proposed facilities. 


Whenever you desire, we shall be glad to have 
our representative work with you to negotiate an 
complete contract. 


Very truly yours, 
/s/ Staniey Learned, President 


nical Company CO), with defendant Cnapman as a 


director and general counsel and with Fischbeck as vice- president 


~~. 


Zor operations, was then planned. On December 13, 1962, 


« 


Shea of Kuhn, Loeb and Company, Inc., 30 Wall Stree 


itted to plaintiff a financing plan for PROPCO. 


Having obtained the commitments of defendant Phillips 
é - — me . se 


Gefendant the Hon. Mr. Chapman to the said venture, 
now undertook an intensive effort to obtain all of the 


the launching of the project. At the 


Novexber, 1962, 
xcoO Rico to inspect available plant sites and to meet 
and with one Mr. Hernandez, the executive director 
those meetings, an understanding was 


and the representatives of the 


Commonwealtn of Puerto Rico to the effect that, provided that 
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as 


co 


an) | 


Conmonwealta oatained ani m the proposed 
study, the Commonwealth would sponsor 
would: grant, it exclusivity 
other protection, would 


upply area development including: 


1962 Hernandez again met witi i in New York: 


tne Commonwealth's independent consultant. 


During this time plaintiff also continued its efforts b 
| > 
itn chemical manufacturers for the purpose of 
ntlal petrochemical “satellite plants" 


create a marxet for the petrochemical products of the refinery, 


maintaining contact witn officials of EDA concerning details | 


tae Commonwealth's cooperation with the project, and by 
contact with dcefencant the Hon. Mr. Chapman co 


Efortse in optaining an oil 
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April 29, 1963 Fischbeck wrote to Shippee stressing 
interest in the project was dependent 


tne establishment of an oil import quota. 


On May 29, 1963 plaintifé forwarded three copies of 
saic extensive project outline "Request £ 
, 


allocation Puerto Rico Oil and Petrochemical Company - San Juar, 


2.R. and New York, N.Y." to defendant the Hon. Mr. Chapman. 


2n On July 2, 1963 defendant the Hon. Mr. Chapman, Coan, 
and 2%: ssxs. Young, Little and Snhippee of plaintiff came to the 
Hon. Mr. Anderson's office to discuss the future strategy for 
tne hans min = ; ter a private conference 
Hon. Mr. Anderson and defendant the Hon. 
the course of this meeting, the Hon. 

Mr. Ancerson announced to the meeting that defendant the Hon. 
Mz. Chapman had agreecé to undertake to "quarterback the project 


in Washington". 


29. From tnis point until early 1964, during a number of 


2 


conlerences between representatives of the venture, Interior 


Sepatmmer S and EDA officials, it became apparent that the 


suticex: for the granting of an oil import quota for the venture 
Cac 33 ennanced if the application were made in the name of 
“362 sategrated petroleum company, in whose reputation the 


eould be found for confidence in the suceess2u: 
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On May 1, 1964, tnerefore, the application for the oil 
cuota was formally made in the name of Phillips Petroleum 


, with defendant the Hon. Mr. Chapman serving as counsel 


licant Phillips. 


Public hearings were held on July 31, 1964 at the Interior} 
uditorium in Washington, D.C. on this application. 
avor of the application, Durand stated that the 
“,..is the result of three years of effort 
Our government sougnt to interest elements 


atroleum and chemical industries in Puerto Rico the core of a 


=O speak for the application was defendant Phillips. 
rtatives of many other oil companies, including those 


already in operation in Puerto Rico, spoke in opposition to the 


Plaintiff did not speak at the hearing. 


Aiter the hearing, during the period provideu by the 
x Department for the submission of additional statements 
2a aaring the subsequent period when the Interior Department 
ducted a field investigation on the application, plaintiffs 
made no representations to the Interior Department or anyone 
cise waich could in any way be detrimental to this application, 


any other application for an oil import 


a aR" 


, 1965 Shippee and Willey of plaintifé met 
—Adams of defendant in the offi 
progress of the venture. Upon Phillips’ 
to furnish a market for at 
icipated petrochemical production, plaintif 
ant Phillips that it had a custotier doe 50,090,000 
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is per year of polyvinylchloride. 


During the reiainder of 1965, while the Interior 
Depariment was weighing the said application for the cuota, 
and of defendant Phillips continued to 


wors together on various aspects of the project. 


on 


import quota for 50,000 barreis per day of low 
g distillates for importation into Puerto Rico was gxvanted |; 
t Phillips effective January 1, 1966, pursuant to an 
| 
ent Gated May 27, 1965 between defendant Phillips and th 
| 


Commonwealtn of Puerto Rico. Under this agreement a corporatior 


| 


CORE would be formed which would own and operate the 


rocess the oil to be imported under the 


t 
‘ 
under the said contract, is to be owned | 


seventy five percent (75%) by defendant Phillips and twenty five! 


sercernt (25%) by the Puerto Rico Industrial Development 
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A+‘ the said Intericr "e irtment public hearing, Learned 


} shat each barrel of tie» boiling stock which, under defendants’ 


plan and under the subsequently granted quota, is to be imported is 
she equivalent in low boiling ingredients of three to four barrels of 
crude petroleum. Imported low boiling petroleum, because its price 


is lower than domestic low boilin etroleum, represents an economic 
2 


a4 


advaniage as compared to domestic crude of up to two dollar ; ($2. 00) 


ser barrel to one who can market gasoline in the United States. 
over a fifty (50) year period, a reasonable expectancy for the 


he venture, the value of this import quota is one billion eight 


mwindreé and twenty-five million dollars ($1, 825, 000, 000. 00). 


Se Since the award of the said import quota defendant Ps.ilips 


nas refused to acknowledge plaintifi's participating interest in the 


+3 
S104 Venture. 


Defendant Phillips has remunerated Coan and defendant the 


Nir. Chapman for their respective roles in the said venture. 


Plaintiff took the salient role in the effort to 
m the said venture; i.e., the Puerto Rican retinery 
r defendant Phillips had indicated its lack of 


interest therein. As a result of piaintifi's having later 


plan to 
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e ven 
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een! 
rey 
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Chapman 
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VHERETORE plantits prays that this honorable court 


=—14 
Jar emsabinde 


holds its shares in 


CORE (seventy five percent of the total shares therein) 
tor the benefit of the said joint 


2 ~ mews +7 
an COMS~FuUctive ft 


verwure. 


vy way Of compensatory damages for the second cause 
of action, a judgment in the amount of nine hundred and 


twelve million five hundred thousand dollars ($912,500, 006. 00) 


Phillips. 
judgment ior planviii's costs, disbursements anda 
reasonable 


such other re y deem just and proper. 


Affidayit-of Nathan M. Shippee, in Opposition to Motion to Dismiss, 


Sworn to April 30,1975 and Exhibits Thereto 


UNITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OF NEW YORX 
PRUDENTIAL OIL CORPORATION, 67 Civ. 3748 
Plaintiff, 
AFFIDAVIT IN OPPOSITION 
-against- 


PHILLIPS PETROLEUM COMPANY, 


Defendant. 


STATE OF NEW YORK ) 


COUNTY OF NEW YORK) 


NATHAN M. SHIPPEE, beins sworn, deposes and-says: 

1. Iam Chairman of Prudential Oil Corporation of 
New York ("Prudentia’"), the plaintiff herein. I make this 
affidavit in opposition to the oelated motion by defendant 
Phillips Petroleum Company ("Phillips") to dismiss this action 
for lack of federal jurisdiction. 

THE BACKGROUND OF THIS 
MOTION 

2. This action was commenced on September 27, 1957. 
In the complaint, a copy of which is annexed hereto as Exhibit 
A, the basis of federal jurisdiction was clearly stated to be 
diversity of citizenship. See 449 1-3 of the complaint. In its 
answer, filed on October i9, 1967, and annexed hereto as 
Exhibit B, Phillips, in its "Second Defense" asserted that the 
diversity of citizenship of the parties was collusive. From 


that day to the service of this motion on April 3, 1975, 


Phillips has never brought this issue on to be determined by 
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consistent with Phillips' contin- 
ast two years, to delay any trial of this 
taking s discovery and maki: zg its motions ina 
ecemeal fashion. Plaintiff commenced depositions in this 
nin Yebruary 1972, after Phillips appeared to have senetudad 
discovery, having propounded two sets of interrogatories, 
inspected plaintiff's documents and having taken over a 
of depositions. Prudential took 10 
New York and Pi headquarters in 
however, Phillips stated | 
sitions. As a sSuls, Phi tits | 
uce Brown in New Orleans, Louisiana on 
New York on March 29, 
Puerto Rico on May 7, 
YW. Dusek in Des Plaines, 


Diaz—-Hernandez in New York on 


Durand in San Juan, Puerto Rico 


oefore Chief Judge Edelstein 
that it was planni to move 
Notning was said about 
the action for lack of jurisdiction: ‘In 
of the Court, Phillips 


demand on October 5, 1973. This motion 


| 


denied by Chief Judge Edelstein 
a covy of wnich is annexed 


|jnereto as Exnibit 


‘BEST COA AVMLARLE 


5. At a pre-trial conference before Chief Jude 


of discovery had passed nearly four months tefore and the 
Court announced that it would like to go to trial in the first 
week of February of that year, Phillips then stated that it wante 


to take the deposition of a witness, Eric Javits, of whom it 


Edelstein on January 17, 1974, when the deadline for completion 
a 


had known since the commencement of the suit. Although the 
Court pointed out that Phillips had had ample opportunity to 
take this deposition, it granted leave to do SO, provided it 
vas done within a week. 
6. At the next 

Phillips told the Court that nm be needed to com- 

lete the proposed pre-trial then became apoarent 
to the Court that the case could not be tried in February, 1974 
The stipulation of facts and the issues to be tried were agreed 
upon between the parties in July, 1974, except for the issues 
held in suspense unti’ the decision of the motion to strike the 
' jury trial. Thereafter, on Octoder 31, 1974, Prudential sent 
Phillips its list of witnesses, documents, depositions and 
| interrogatories for inclusion in the pre-trial order. Phillips 
did not respond to this until another pre-trial conference was 
| called by Judge Edelstein, at Prudential's request, on 
anuary 22, 1975. Immediateiy on receiving notice of this pre- 
' trial conference, Phillips propounded interrogatories concerning 
she testimony of Prudentiai's expert witnesses, whose names 


nillips had had for some tnree months. 


7. The instant motion follows Phiilips' consistent 
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that the action is 
ng ina dilatory tactic 
acts upon which it here 
|-alies to defeat jurisdiction for at least four years. Now, 


sever, recognizing that ( the program adopted by the Court 


ve 


ed almost immediately, it has made this 


;movion 


THE HISTORY OF 
CONNECTICUT 


of the claim asserted in this action 
for the purpose of creating 


was made solely for 


and all otner interests in Fruillips' 
~ originally belonged to 


~~ 
4 


sion founded on Octobe 


tne laws of Connecticut (herein: *ter referred to 


udential Connecticut"). This corporation, which had 
> 


existence, could itself have maintained .1is 


federal court, was formed by Edward J. Willey and me 


for sale varticipations in administere 


offering 
lling exploration and develooment programs. The 
vation was formed in Connecticut and had its principal 


ause that was where Willey and 
ips to Prudential Connecticut, 


molaint, was sent to that corpor- 


Connecticut moved 
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its principal place of hustness to New York, New York although 

ieee a time it continued to maintain its Connecticut office. 

From that time, New York was the principal place of business of 
rudential Connecticut and has been the principal place of 
usiness of all of its successors and remains so today. 

ll. In early 1965, after the business of the corporation 
nad expanded substantially, counsel to the corporation recommended 
that Prudential Connecticut be reorganized as a Delaware corpor- 
ation. My recollection of the reason for reorganization as a 

| Delaw rather than a New York corporation was that ‘shere was 

a large number of shares of stock outstanding (although held by 

relatively few shareholders) and tne Delaware transfer taxes 

were lower than the New York transfer taxes and because Delaware 
did not then provide for liability on the part of stockholders of 
nlisted corporations to pay wages of employees, whereas the 

iNew York law so provided. 

12. As a result, Prudential O11 Corporation was formed 
as a Delaware corporation on March 1, 1965 (hereinafter 
"Prudential Delaware"). A copy of the certificate of incorpor- 
lation is annexed hereto as Exhibit D. The assets and liabilities 
of Prudential Connecticut were then transferred to Prudential 
|Delaware as of June 30, 1965. A copy of the minutes of a stock- 
holders’ meeting of Prudential Connecticut held on May 26, 1965, 


which authorized the transfer is annexed hereto as Exhibit E. 


| 
‘A copy of the minutes of a meeting of the board of directors 


of Prudential Delaware held the same day, which authorized the 
acquisition of the assets anc liabilities of Prudential 
Connecticut, is annexed hereto as Exhibit F. Prudential 


;\Connecticut was dissolved as of June 30, 1965, and the certificate 


of dissolution, a copy 


filed on November 
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Connecticut Exploration Corporation, a Connecticut corporation, 
formed on October 21, 1963, as an affiliate of Prudential 
Connecticut and transferred to Prudential Delaware on June 30; 
(1965. Connecticut Exploration Corporation was formed to hold 
title to real property interests in connection with the oil and 


gas ventures which Prudential Connecticut (and thereafter 


ey 


Prudential Delaware) promoted. 
15. Similarly, a summary of the minutes of a meeting of the 

doard of directors of October 19, 1965, a copy of which is annex- 

ed hereto as Exhibit I, refers to the directors' consideration of 

the organization of Subsidiaries to enti: specified functions 

in specified areas. The summary states in pertinent part: 


"Mr. Shippee then turned the Board's 
attention to discussion of long range 

policy, particularly in relationship to 
perimeter companies. He explained that 

a number of possibilities had been brought 

to his attention and gave a number of 
examples of how chese were investigated 
before being brought to the serious attention 
of the Board and the Executive Committee. 
There was a short discussion relating to 

the present status of the proposed Prudential 
Financing Subsidiary. Mr. Shippee and Mr. 
Kushell had further areas to explore before 
making a report.” 


is. t the meeting of the board of directors of Prudential 
Delaware on April 27, 1965, the directors reviewed plans for other 
| diverse interests of the corporation. Plans for construction of a 


Shopping center-office building complex in Madrid were discussed 


iInc., in Spain for this purpose was approved. In addition, 


ea the incorporation of a wholly owned subsidiary America House, 


; the board approved the prior formation of another subsidiary of 


| 


| Prudential Delaware called Prudential Polymer Co., organized 


ivities in connecti 
nolex being construct 


ctors considered changing 


order to "petter describe the 


riginally planned." 


PLANS FOR A 
OFFERING AND 


ORGANIZATION 


_ 


LT 


~ 


Delaware continu 


its various 


a 


arate subsid- 
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interests in the drilling funds would make the public offering. 
In order to simplify its legsl and accounting problems, as 
well as to attvact public purchasers of its stock, that 
subsidiary would be kept free of any other ventures or 
contingent assets, ctuch as the Puerto Rico ovetrochemical complex, 
the Madrid building project and other as yet unrealized ventures. 
19. In June, 1966, I drafted a memorandum entitied 
"Considerations for Public Issue", a copy of which is annexed 
hereto as Exhibit K. In that memorandum, I reviewed the various 


interests of Prudential Delaware, its prosp2cts, the need for 


diversification and the possible timing of a public offering 


to capitalize on the success of tne drilling funds and the 

then projected future growth potential. I also outlined 2 

erude organization of Prudential Delaware as it would appear 
after reorganization as a parent holding company prior to a 
public offering by Prudentiai Drillin Funds, Inec., which had 
been created as a wholly owned subsidiary of Prudential Delaware 
on December 21, 1965. A copy of the certificate of incorporation 
of Prudential Drilling Funds, Inc., is annexed hereto as 

Exhibit L. 

20. In my June, 1966 memorandum, I indicated that the 
name of Prudential Delaware would be changed to Prudential 
Equities to reflect its nature as 4 holding comoany. I also 
indicated that the name of Prudential Drillings Funds, Inc. 
would be changed to Prudential Funds, Inc. and that it would be 
that corporation which would nold the drilling funds and make 
the public stock offering. Other more or less contingent 
interests of Prudential Delaware were to be placed in single- 


function separate subsidiaries, such we Prudential Polymer Co., 


a Puerto Rican corporation and America House, 

corporation. Another reason for the use of 

subsidiaries was that interests in the specific projects might 
be offered to outside particivants. 

21. The plan outlined in my memorandum of June, 1966, 
was further refined after discussions among the directors. On 
June 29, 1966, at a meeting of the directors of Prudential 
Delaware, the complete reorganization was formally set in motion. 
First, Prudential Delaware transferred all of its assets 
relating to its business in the manazement of oil and gas drillin 
funds to Prudential Drilling Funds, Inc., in exchange 
stock of Prudential Drilling Ine., whose name 


changed to Prudential i Inc. Second, the name of 


Prudential Delaware was changed to Prudential Equities Corp. 


oe 
to better reflect its status as a parent holding company. 


aa. Thived, th : of i Delaware (now 
Prudential Equities and hereinafter sometimes referred to as 
such), in the venture with Phillips in Puerto Rico and all of 
the rights, obligations and claims arising therefrom were 
transferred to Prudential Oil Cerporation, a new subsidiary to 
be created under the laws o! if referred 
to as "Prudential New York". The name Prudential O11 Corporation 
which had been continuously used since 1959, was regarded by 
the directors as a valuable asset that should be preserved in a 
subsidiary. The corporation was to be formed in New York 
because the principal place of business of all of the Prudential 
corporations was in New York, at 1 Rockefeller Plaza, and there 
did not appear to be any svecial reason why a foreign corporation 


was needed. 
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23. Fourth, the directors voted to create another 
separate subsidiary corporation of Prudential Equities with 
the sole function of acting as nominee to hold title to the 
lease-hold of other interests of the Prudential drilling 
funds. This was to facilitate the filing and transfer of real 
roperty interests of the drilling funds. Again, because 
appeared to be no need to form a foreign corporation for 
urpose, the corporation, which was to be known as 
Prudential Land Comoany, Inc., was to be a New York corporation. 


24. Finally, provision was made for a stockholders’ 


meeting to accomplish the name change from Prudential Delaware 


to Prudential Equities and the transfer of the assets of the 
drilling funds to Prudential Drilling Funds, Inc. The directors 
2139 voted to expand the board of Prudential Equities to make 
for two outside directors, Newton Minow and J. Ira Harris. 
> of the minutes of the meeting of June 29, 1966, are 
ereto as Exhibit M. 
On Jul: 13, 1966, at a stockholders’ meeting of 
stockholders approved the change of 
ransfer of assets to Prudential Funds, Inc. For 
I prepared a chart, a copy of which is annexed 
xnibit N, to demonstrate graphically the extent 
of the reorganization which was being undertaken. It can be 
seen from that chart that Prudential Equities was left as a 
holaing company. Prudential Funds, Inc., which was to 
for the public offering, held only the interests 
drilling funds and the financing corporation for such 
The remaining interests of Prudential Equities were 


all placed in separate corporations, as follows: Prudential 


A 
Land Corp., a New York corporation; Prudentfal Oil ee 
a New York corporation; America House, a Spanish corporation; 
and Prudential Polymer, a Puerto Rican corporation. None of 
these latter corporations were Delaware corporations. 

26. It is thus apparent merely from reviewing the 
foregoing history, as established by contemvoraneous documents, 

that there was no collusive purpose whatever in creating 
Prudential New York as part of this reorganization. 

27. In accordance with tne plan adopted by the 
directors and shareholders, the certificate of change of name 
of Prudential Delaware to Prudential Equities Corp. was filed 
on July 15, 1966 (Exhibit Oys w York was 
lancorporated on July 12, 1966 (Exhibit P); and Prudential Land 


Company, Inc. was incorporated on July 12, 1966 (Exhibit Q). 


| 
lrurther, on August 5, 1966, the name of Prudential Drilling 
Funds, Inc. was changed to Prucential Funds, Inc. (Exhibit R). 
28. The reorganization contemplating the public 
offering continued thereafter. On December 21, 1966, Prudential 
Equities acquired from Prudential Funds all of the stock of 
Prudential Finance Corporation, another subsidiary. The purpose 
jof this transfer was to simplify as much as possible the 
corporate structure of Prudential Funds for the proposed public 
‘offering of its stock. Subsequently, however, Prudential Finance 


had to be returned to Prudential Funds for special tax reasons 


not here relevant. 


| 
| 29. More than a year vsassed before the growth and 
| 
j 
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earnings of Prudential Funds were sufficient to satisfy the 


underwriter of the public offering as to the probable success 


of the offering. After lengthy negotiations, the first pubdlic 


offering of the stock of Prudential Funds was made in 1968. 


The first form S-1 registration statement was submitted to the 


Securities and Exchange Commission on October 16, 1968 (Exhibit S 


the prospectus was effective on December 13, 1968 (Exhibit T) 

should be noted that no reference is made in that prospectus 
to the Phillips Puerto Rican venture or to the litigation with 
Phillips, which had commenced in September, 1967. This was 


because the reorganization outlined above achieved its purpose 


of stripping Prudential Funds to its essentials, thus simplify- 


mz the prospectus to be issued in connection with the public 


2ferin 
THE LITIGATION 
WITH PHILLIPS 
30. The transfer which Phillips attacks was an integral 
f the foregoing reorganization and was done for completely 
i appropriate business reasons. Phillips totaily 
complete restructuring of Prudential Equities and 
uroose and simply treats the transfer to Prudential New 
York as thoush it were a single, separate, unrelated transaction 
done solely for the purpose of creating federal jurisdiction. 
As the above history establisnes, this is untrue and, in fact, 
totally daseless. 
31. Phillips makes much of a draft complaint shown 
to it in May, 1966, in which Prudential Delaware was the 


plaintiff in a proposed action against Phillips and Oscar 
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Chapman in New York State Supreme Court. At the time of this 
draft, however, the above reorganization had not yet begun. 
Thus, the complaint merely reflected the situation at the time 
it was drawn. 

32. The transfer to Prudential New York of Prudential 


Delaware's rights in the Puerto Rican venture occurred in 


July, 1966 as part of the overall reorganization. It is note- 


worthy that this action was not commenced until September, 1967, 
fourteen months later. If the transfer were made for the 

purvose of creating federal jurisdiction, it seems apparent 

that the transfer and the commencement of the action would have 
been nearly simultaneous. 

43. Finally, thie is not a case in which a state of 
incorporation was chosen which had no contact with the business 
of the incorporator. Continuously, since the principal office 
of Prudential Connecticut was moved to New Toe in 1962, New 
York has been the location of the principal offices of all 
Prudential corporations. The management and counsel of all of 
these corporations are located in New York. In .ffect, Phillips 
is arguing that once it had been decided by the directors of 
Prudential Delaware to transfer the Puerto Rico petrochemical 
venture to a new subsidiary es part of its reorganization, that 
| subsidiary could not be formed even in the state where it had 
its principal office without requiring a finding of collusion to 
create federal jurisdiction. 

34. Moreover, since the commencement of this action, 
the Prudential corporations have c u to incorporate other 


subsidiaries and affiliates in New York, including Teldata 
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Systems Corporation, incorporated on August 10, 1973, ana 

Pilgrim Telecommunications Corp., incorporated on August els L973: 
These were incorporated in New York for no reason other than 
convenience and because no legai or practical reason appeared 

to require incorporation in another state. 

35. In view of the foregoing, it is clear that the 
transfer of the interests of Prudential Delaware in the Phillips 
Puerto Rican vent wre to Prudential New York was not collusive 
and was not done to create diversity. Phillips has not cited 
and cannot cite a single document, corporate minute or line of 
testimony in the thousands of vages of depositions in this case 


to support its charge that this transfer was collusive. 


Pnhillips' motion should be denied. 


Sworn to before me this 


day of April, 1975 


MERYL SAEWITZ : 
Notary Public, State of New York 
No. 41-4602242 


tified in Queens County 
eunanislen Expires March 30, 190k 


Se. Sa 


es ge eneedaied 


Exhibits Annexed Affidavit of Nathan M. Shippe 


Gnited lates Bistrict Court 


For tee Sourpery Disrraicr or New Yor. 


PRUDENTIAL OIL CORPORATION, 
Plaintiff, 


Vv. Civil Action 
File No... 


PHILLIPS PETROLEUM COMPANY, 
Defendant. 


COMPLAINT. 


Pauurer, Seriss, Deuayer & SHaw 
Attorneys for Plaintif 
62 William Street, 
New York, New York 10005. 
(212) WH 3-3111 
Rosert F. Conran, 
§15 Coaneecticut Avenue, N. W. 


Washington, D. C. 20006 
Of Counsel 


(202) 298-5835 


United States Bistrict Court 


For THE SoctrHery Disraicr or New Yors. 


Prupeytiut Om Corpopirtoy, 
Plaintiff, 
v. Civil Action 
File No. 
Pumires Perrorevu Coxrpasr, 


z 
Defendant. 


COMPLAINT. 
Plaintiff, by its Attorneys, for its Complaint herein, alieges: 


Jurisdiction. 

1, Plaintiff, Prudential Oil Corporation, is a New York 
corporation, having its principal place of business at 1 
Rockefeller Plaza, New York, New York. Plaintiff brings 
this action as assignee of all the right, title and interest to 
the claims asserted herein of Prudential Equities Corp., a 
Delaware corporation, which in turn was the successor in 
interest and assignee of the entire business, assets and 
properties of Prudential Oil Corporation, a Connecticut 
corporation. Unless otherwise stated, reference herein to 
‘*Prudential’’ shall be to the Connecticut corporation. 


2. Defendant, Phillips Petroleum Company, is a Dela- 
ware corporation, having its principal place of business in 
Bartlesville, Oklahoma. It is sometimes hereinafter re- 
ferred to as ‘‘Phillips’’, 


3. The matter in controversy exceeds, exclusive of in- 
terest and costs, the sum of $10,000. 
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For a First Claim for Relief. 


4. In 1961, Rafael Durand, the Administrator of the 
Economic Development Administration (‘‘E. D. A.’’), an 
agency of the government of the Commonwealth of Puerto 
Rico, requested Omega Management, Inc. (‘‘Omega’’), a 
management consulting service organization located at 230 
Park Avenue, New York, New York, and its President, 
Mr. J. P. Coan (‘‘Coan’’), to undertake the preparation of 
an initial study with respect to the feasibility of establish- 
ing certain new refining and petrochemical manufacturing 
facilities in Puerto Rico. 


5. This project was conceived as part of ‘‘Operation 
Bootstrap’’, and was the start of a program announced by 
E. D, A. to encourage the expansion of the petrochemical 
industry within the Commonwealth. Such program was 
proposed as a means to compensate for the lack of indigen- 
ous raw materials in Puerto Rico to support industrial 
growth, and to take advantage of the favorable geographic 
location of Puerto Rico in relation to the large oil resources 
of the Caribbean area, particularly Venezuela. The prod- 
uets of the petrochemical industry were looked upon as 
intermediate chemicals which ultimately wonld be used to 
produce a large variety of consumer products to be made 
from nylon, plastics, synthetic fibers, fertilizers, paints, 
synthetic rubber, and other petrochemical derivatives. In 
this manner, the new project would form the basis of new 
diverse industries and result in large scale employment 
needed in the Commonwealth. 


6. At the time when the project was first conceived, 
there were already two refineries operating within the 
Commonwealth designed to produce normal refinery prod- 
ucts, such as gasoline, kerosene, fuel oil, butane, and diese! 
oil, and which already were capable of meeting the Com- 
monvwealth’s entire requirements for such products. Some 
steps had been taken to increase the production at these 
facilities and to convert part of their product to petro- 
chemical raw materials which would be utilized as feed 
stock for petrochemical plants. It was hoped that the 
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success being achieved through these initial steps could 


° 
be increased and accelerated by the creation of refinery 


and petrochemical facilities designed for the specifie pur- 
pose of furnishing a base to support industrial operations. 


7. In or about December, 1961, Omega submitted to 
E.D.A. a favorable preliminary feasibility study which 
showed that the proposed project, as Omega conceived it, 
was economically sound and would result in substantial 
and continuing benefits to the economy of Puerto Rico. 
After discussions with various representatives of E.D.A., 
the preliminary feasibility study was accepted by that 
agency and its support was committed to the proposed 
project. 


8. It was immediately recognized, however, that the 
establishment of new refinery and petrochemical facilities 
might conflict with the express terms of the United States 
Oil Import Control Program established under Presi- 
dential Proclamation 3279 and the Oil Import Regulations 
of the United States Department of the Interior issued 
thereunder. Under this program no crude oil, unfinished 
oils, or finished refinery products produced outside the 
territorial limits of the United States could be imported 
except under a quota granted pursuant to an allocation 
made by the Oil Import Administration of the Department 
of the Interior. Accordingly, after consultation with and 
at the suggestion of Omega, representatives of the E.D.aA. 
consulted with the Honorable Stewart L. Udall, Secretary 
of the Interior, and came away with the understanding that 
the Secretary was impressed with the contribution that the 
new facilities would make to the achievement of economic 
stability in Puerto Rico. These representatives reported to 
Omega that Secretary Udall would give careful considera- 
tion to an application for the allocation of an import quota 
to the new facilities when a specific project was presented. 
On this basis, it was determined to proceed with the project. 


9. The initial responsibility for formulating the details 
of the project and arranging for its promotion was assumed 
by an initial venture group which included Mr. Bruce K. 
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Brown (‘‘Brown’’), who, as the retired President of Pan- 
American Southern Corporation and Vice President of 
Standard Oil Company (Indiana), was a business con- 
sultant to the petroleum and petrochemical fields, and the 
Honorable Oscar L. Chapman (‘‘Chapman’’), former 
United States Secretary of the Interior, and a practicing 
attorney in Washington, D. C.; and it was agreed that 
Omega would continue to provide management consulting 
service to the venture. The purpose of the venture was to 
promote the project and, through an operating corporatioi: 
to be formed in Puerto Rico, inter alia, to arrange for the 
engineering design and construction of the refinery portion 
of the project, to arrange for corporations to erect the 
petrochemical facilities, to secure the necessary oil import 
quotas, rights, licenses and properties to engage in business 
and to provide for the necessary financing. 


10. Brown, who was also a director of the Murphy 
Corporation, a large oil company that owned substantial 
crude oil reserves and naphtha stores in Venezuela, was 
able, without difficultr, to cause that corporation to become 
associated with the venture. 


11. From the inception, Brown stated that the prin- 


cipal problem which had to be overcome in order for the 
venture to succeed was to secure the participation of a 
major chemical company or companies which would estab- 
lish new petrochemical plants in Puerto Rico and become the 
purchasers of the petrochemical raw materials produced by 
the refinery. He stated that the application to the Oil 
Import Administration for an oil import quota would hare 
to set forth not only the engineering and financing plans 
for the complete project, but would have to contain firm 
commitments from such chemical company purchasers to 
evidence the reality of the proposed petrochemical enter- 
prise. On this basis he concluded that the expenditure of 
funds for the refinery portion of the project should be 
deferred until the participation of the petrochemical pur- 
chasers could be arranged. Accordingly, the promotion 
of the venture was carried forward along the dual lines 
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of (1) efforts to obtain chemical company participation; 
acd (2) efforts to arrange for financial backing. 


12. Among the companies that the yenture group ap- 
proached as pussible participants in the venture to under- 
take frm commitments with respect to utilization of the 
petrochemical raw materials were Mobil Latin America, 
Inc.. Monsanto Chemical Company, Hercules Powder Com- 
pany as well as defendant Phillips. Although, on two 
separate occasions, Phillips reviewed and studied the pro- 
posal with a view towards participating in the supplying of 
management, technical assistance and product sale assis- 
tance. it rejected the opportunitr to participate in the pro- 
duction. purchase or utilization of petrochemicals, and 
therefore declined to take auy interest in the venture at 
that time. 


13. In early June, 1962, Brown withdrew as an active 
participant in the promotion of the venture. Under date 
of June 4, 1962. he informed Chapman and Coan that effec- 
tive July 1, 1962, he was joining the management of Murphy 
Corporation and would devote his full time to the affairs 
of that corporation. Coan and Chapman determined, how- 
ever, that the experience and progress made by the venture 
should not be lost because of the withdrawal of Brown 
and songht to find a new person who would undertake the 
sponsorsiip of the venture, f. aish the necessary promo- 
tional funds and carry on the work abandoned by Brown. 
In this regard, assistance was sought from the representa- 
tives of E. M. Warburg & Co. (“Warburg’’) and Kuhn, 
Loeh & Co. (**Kuhn-Loeb’’), the two New York investment 
banking firms who had been working on the financing plans 


Poorer) 


z. A representative of Warburg suggested to Coan 
Chapman that Prudential had the required technical 
ience, know-how and ability to guide the project to 
fruition, as well as the financial acumen to develop and 
carry out the financing plans. Thereafter, numerous meet- 
ings were held among Chapman, Coan and representatives 
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of Warburg and Kuhn-Loeb with representatives of Pru- 
dential, who included Mr. Nathan M. Shippee (‘‘Shippee’’), 
its Chairman of the Board, Mr. Edward J. Willey 
(‘‘Willer’’), its President, and Mr. T. R. Young 
(‘*Young’’), its chemicat engineering consultant. As a 
result of these meetings, it was agreed that Prudential 
would become the sponsor-of the venture, make all organi- 
zational and contractual arrangements and advance the 
necessary funds until the project was confirmed. Pruden- 
tial also agreed that Coan would continue to act as manage- 
ment consultant and that Chapman would continue as 
Washington representative and to serve as general counsel 
of the Puerto Rican company which would operate the 
project. 


15. Prudential, principally through the activities of 
Shippee, Willer and Young, set out on the necessary work 
to find a new crude oil supplier to replace Murphy Corpora- 
tion; to locate purchasers for the petrochemical raw mate- 
rials; to arrange for further feasibility and engineering 
studies for the project; to prepare and prosecute the 
application for an import license; to arrange for the site 
location of the project facilities; to arrange for financing 
plans; and, in general, to do, perform and make contractual 
arrangements for all of the work, services and planning 
necessary for, and incident to, the financing, construction 
and operation of the project facilities. 


16. As part of these activities Prudential entered into 
an arrangement with Phillips that Phillips would be the 
supplier of the ernde oil to be used at the project and 
would purchase the refined petroleum products not used in 
petrochemical operations. Phillips also agreed to furnish 
consultation and assistance in the design, construction and 
operation of the project facilities. The participation of 
Phillips is confirmed by its commitments contained in the 
letter dated November 13, 1962, addressed to Prudential 
and signed by Phillips’ President, Mr. Stanley Learned, a 
copy of which is annexed hereto as Exhibit A and made a 
part hereof for all purposes. 


T 


17. In light of the commitments undertaken by Phillips, 
as set forth in Exhibit A, Prudential accepted Phillips as a 
co-participant in the project, and did thereafter deliver to 
Phillips all of its existing material, ideas, plans and pro- 
jections, and worked with, consulted and sought the advice 
of Phillips and its employees as a co-venturer and party-in- 
interest. The relationship as agreed to by both parties and 
thereafter carried ont by Prudential was one of good faith 
and mutual confidence. A most important feature of the 
agreement was that each party would absolutely trust the 
other. Prudential has, at all times, fully complied with 
this requirement. 


18. Dr. A. Dale Fischbeck, the manager in charge of 
Phillips’ petrochemical plants development, was accepted 
as technical adviser to the venture and was included by 
Phillips as one of its members of the Prudential-Phillips 
team working on the development o* the project. In his 
capacity as a member of such team, there was made avail- 
able to Dr. Fischbeck and other persons in the Phillips 
organization working with him, all of the technical data, 
concepts, specifications, plans, designs, engineering studies, 
projections and information developed by Prudential with 
respect to the project. In the course of this work, Dr. 
Fischbeck and others in the Phillips organization partici- 
pated in, advised and were consulted by Prudential with 
respect to most of the major matters and decisions incident 
to and connected with the carrying out of the venture and 
the plans for the establishment of the project. In addition, 
they were introduced to and became acquainted with many 
of the persons outside Prudential’s organization who were 
working with Prudential on various aspects of the project 
including consultants, engineers, attorneys and government 
officials, whose experience and familiarity with the project 
was of prime importance to the success of the venture. 


19. Within a short time after Prudential assumed spon- 
sorship of the venture, Prudential came to the realization 
that the project in the form as then conecived was not 
workable. Prudential learned that there was no practical 
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opportunity to secure advance firm commitments for the 
purchase of the petrochemical raw materials in sufficient 
quantities to meet the output requirements of the refinery 
facilities, and it concluded that the establishment of bun- 
dreds of millions of dollars worth of petroche:mical plants 
to consume such raw materials could not be committed for 
prior to the completion of the refinery facilities and could 
be planned for and installed only over a long period of 
time. Accordingly, Prudential developed a new concept 
under which the proposed project would be limited. in the 
first instance, to a ‘‘core’’ refinery which, though designed 
to produce the masimum yield of petrochemical raw mate- 
rials to feed various ‘‘satellite’’ petrochemical plants, 
would be sufficiently viable to produce larger amounts of 
normal refinery products during the early vears when tlie 
“*satellite’’ and other consuming plants could be installed. 
As part of this concept it was to be the function of the 
venture, as a principal activity, to work with and assist 
E.D.A. over a period of at least ten years to attract new 
petrochemical and other consuming industries to the Com- 
monwealth and to serve as a ‘‘quasi”’ public utility to serve 
such industries. 


20. Prudential’s new concept was presented to and dis- 
cussed with representatives of E.D.A. at meetings held in 
Puerto Rico from November 28, 1962 to December 1, 1962. 
As a result of these meetings, an understanding was reached 
between Prudential and E.D.A. to the effect that the new 
concept would be submitted for study to an independent 
engineering consulting firm to be employed to represent 
the Commonwealth. In the event that the project proposed 
under the new concept received technical endorsement by 
such independent study, it was agreed that the Common- 
wealth would sponsor the project, would grant to the 
venture exclusivity for the chemical industry, would grant 
it tax and other protection, would lease it a plant site, and 
would supply complete development of a new industrial 
area in which the project was to be located exclusive of the 
direct project facilities. At later meetings and at the 
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initiative of Prudential. Arthur D. Little, Inc. a manage- 
ment consulting firm located in Cambridge, Massachusetts, 
was selected as the independent consultant to review the 
new project concept and thereafter the approval of such 


firm was given to the Commonwealth. : 


21. On the basis of the new concept, Prudential went 
forward with the activities of the venture in all of its many 
aspects. A principal part of the work consisted of the 
preparation by Prudential of the application for an alloca- 
tion of oil imports to be used at the project facilities. This 
application was to incorporate most of the details of tke 
project develoned by the renture and by the engineering, 
advisory and investment banking firms acting on its behalf 
or in association with it, and constituted, in effect, a project 
outline. As part of its activities as a participant in the 
venture, Phillips undertook to cause a comprehensive mar- 
keting study to be conducted, which study was intended to 
be incorporated in the project outline. Ata meeting held on 
March 27, 1963, among S! ippee, Young, Dr. Fischbeck, and 
Messrs. Frank Page and Al Smith, employees of Phillips, 
and called for the purpose of reviewing the results of the 
marketing study, Dr. Fischbeck requested that Phillips be 
furnished with the draft of the project outline, as developed 
to that date, so that its marketing and engineering divisions 
could bring it up-to-date with current price and cost data. 
Prudential intended that its project outline would then be 
submitted on its behalf br Chapman to the Department of 
the Interior as the application for an allocation of an oil 
import quota for the project. 


22. On April 29, 1963. Dr. Fischbeck wrote to Shippee 
as follows: 


‘*Following our meeting of March 27, the proposal 
outlined was brought to the attention of Phillips’ 
management for consideration. It was decided that 
any detailed studies on the part of Phillips would be 
premature at this time, and that our further interest 
in the project will depend poe the prior establish- 
ment of an import quota. understand Mr. Chap- 
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man has been advised by our management of the 
Phillips’ position.’’ 


23. Notwithstanding the failure of ‘Phillips to complete 
the marketing study, Phillips and Prudential continued 
jointly to carry the project forward and Dr. Fischbeck and 
other employees of Phillips were kept apprised of current 
developments. In May, 1963, Shippee submitted to Mr. 
Richard Holland, an employee of Phillips a complete, cur- 
rent working copy of the project outline for the purpose of 
having this material prepared in final form and repro- 
duced; and on May 29, 1963, three finished copies were sub- 
mitted to Chapman for presentation to the Department of 
the Interior. It was decided, however, to delay the presenta- 
tion of the application pending further efforts to obtain 
certain marketing and engineering data from Phillips. 


24. On July 2, 1963, a meeting was held among Chap- 
man, Coan, Young, Shippee and other representatives of 
Prudental, at which the necessity to obtain fuller coopera- 
tion from Phillips was discussed. Particular attention was 
directed to the provisions of Section 21(b)(2) of the Oil 
Import Regulation No. 1 requiring that the application for 
an allocation of an oil import quota be filed, even in special 
circumstances, only in the name of a person having an 
importing history, such as Phillips. It was also agreed 
that Chapman would undertake to ‘‘quarterback the project 
in Washington’’ and would continue the efforts to obtain 
the full support of Phillips and to push for a revision of 
the Oil Import Regulations specifically to permit the grant- 
ing of an allocation for an import quota for the project 
and eliminate the requirement that the applicant have an 
importing history. Also certain agreements were reached 
under which Prudential would allocate to Chapman and 
Coan certain shares of the Puerto Rican company to be 
organized for the purpose of operating the project. 


25. On December 27, 1963, revision + to the Oil Import 
Regulation No. 1 was promulgated, but such revised Regula- 
tion did not amend the requirements for importation of oils 
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into Puerto Rico or establish an allocation for the project. 
Thereupon, under date of January 15, 1964, a ‘‘ Petition for 
Allocation of Unfinished Oil—Puerto Rico’’ under the 
designation ‘‘In the Matter of Phillips, Petroleum Co., 
Petitioner’? and signed ‘‘Oscar L. Chapman’’, was filed 
with the Oil Import Appeals Board, pursuant to the pro- 
visions of the aforesaid Section 21(b)(2) of the Oil Import 
Regulation No.1. Thereafter, Chapman filed with the Oil 
Import Appeals Board various briefs and memoranda in 
support of the Petition and a public hearing was held 
thereon in Washington, D. C., on July 31, 1964. 

26. During this period, representatives of Prudential 
consulted with and reported to representatives of Phillips 
on matters relating to the project and in support of the 
pending Petition. Prudential and its associates in the 
venture assisted Phillips in preparing materials for such 
public hearings and in connection with documents, memo- 
randa, briefs, statements and other matters relating thereto. 
In particular, they assisted in procuring the full support 
of the E.D.A. and in causing its Administrator, Mr. Rafael 
Durand, to testify in favor of the project. During the 
course of such testimony, Mr. Durand stated that the 
project covered by the Phillips Petition was: 


“*.,.. the result of three years of effort and negotia- 
tion in which our government sought to iaterest 
elements of the petroleum and chemical industries 
in establishing in Puerto Rico the core of a petro- 
chemical effort.’’ 
27. The only persons, other than Mr. Durand, who ap- 
peared at the hearing and testified in favor of the granting 
of the Petition were representatives of Phillips. Repre- 
sentatives of many oil companies, including those already 
operating facilities in Puerto Rico, testified in opposition. 
No representative of Prudential, nor any of the persons 
acting in association with it, testified at the hearing. 
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28. Under date of May 14, 1965, the Department of 
the Interior announced that on the basis of a binding ar- 
rangement to be entered into between Phillips and the 
Commonwealth for the development of petrochemical pro- 
ducing and processing facilities in Puerto Rico, the De- 
partment would recommend changes in the oil import con- 
trol program to permit the importation of feed stocks for 
the project facilities. 


29. On May 27, 1965, an agreement was entered into 
between Phillips and E.D.A., on behalf of the Common- 
wealth, relating to the formation of a corporation to 
be known as ‘Phillips Puerto Rico Core Company’’ 
(‘‘Core’’), and to be jointly owned (75% by Phillips and 
25% by the Puerto Rico Industrial Development Company). 
It was agreed that Core would construct, own and operate, 
under special license and grants received from the Com- 
monwealth, a complex of refinery facilities designed to syn- 
thesize and separate selected groups of hrdrocarbons from 
petroleum naphtha. It was proposed that the imported 
light naphtha (Venezuelan supply) would be converted into 
certain limited number of petrochemical raw materials and, 
to a large degree, into motor gasoline, but that the utiliza- 
tion of the facilities for the production of petrochemical 
raw materials would be increased as rapidly as justified 
economically. 


30. Under date of December 24, 1965, Section 15 of the 
Oil Import Regulation No. 1 was further amended, in sub- 
stance, to authorize allocation of crude oil and unfinished 
oils to persons proposing to construct refinery facilities in 
Puerto Rico which would promote substantial expansion of 
employment through industrial development in instances 
where the Secretary of the Interior determines that the 
accomplishment of the objectives of the Presidential Proc- 
lamation 3279 would not be impaired. On the same day, 
the Secretary of the Interior announced the allocation of 
an import quota to Core permitting the importation of 
50,000 barrels per day of low boiling distillates (naphtha) 
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into Puerto Rico, effective January 1, 1966, for use pur- 
suant to the aforesaid agreement of May al, 4965. 


31. Phillips, through Core, has undertaken the désign, 
construction and operation of the refinery facilities at a 
newly created industrial district, located approximately 
three miles southwest of the City of Guayama on land leased 
from the Commonwealth. It is contemplated that such 
refinery facilities will start up operation in September, 
1967. In addition, Phillips has entered into a joint venture 


+ - 
for the construction of a 


32. Since the allocation of the aforesaid import quota, 
Phillips has refused to acknowledge that Prudential and its 
predecessors in interest have any interest, direct or in- 
direct, in the project or in any of the facilities being con- 
structed in the Commonwealth of Puerto Rico. 


33. The petrochemical complex being built by Core and 
sponsored by Phillips constitutes the successful consumma- 
tion of the venture as conceived and initiated by Prudential. 


34. Pursuant to the acts, representations and agree- 
ments between Prudential and Phillips, a joint venture was 
formed between the parties pursuant to which Prodential 
was to acquire, upon successful consummation of the ven- 
ture, the equity interest in the company to be organized to 
construct and operate the project facilities and Phillips was 
to receive the right to supply, from its available sources, 
the crnde or unfinished oils to be processed at the project 


A 
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and the righ‘ to purchase all of the products of the refinery 
with the exception of the petrochemical raw materie!s. Dur- 
ing the course of the joint venture, and: pursuant thereto, 
Prudential and its representatives disclosed to Phillips and 
its representatives all of the details, specifications, ideas, 
concepts, innovations, information, contacts, engineering 
data and designs which made it possible for the project to 
be successfully completed. Phillips has misappropriated 
and wrongfully excluded Prudential from the fruits of the 
venture obtained by their joint efforts and from the valuable 
business, properties, interests, rights and assets obtained 
by reason thereof. 


35. Although heretofore duly demanded, Phillips has 
failed and refused and still fails and refuses to account to 
Prudential for the fruits of the joint venture and to pay 
over to Prudential the business properties, interests and 
rights acquired by Phillips in its own name but for the 
account of the joint venture, including. but not limited to, 
the equity interest held by Phillips in Core, which right- 


fully and in equity belong to Prudential. 


36. By reason of the foregoing, Phillips has breached 
its agreement and its duty of trust and fair dealing to 
Prudential and holds the fruits and benefits of the venture, 
including the equity interest in Core, for the right and 
benefit of Prudential. 


37. The principal asset of Core and Phillips derived 
through the efforts of Prudential is the quota to import 
into the United States 30,000 barrels a day of light naphtha. 
The allocation of an oil import quia is a unique propert 
right. No oil import quota may be granted without the con- 
sent and approval of the Department of the Interior upon 
& proper showing, as set forth in the Oil Import Regula- 
tions. With the granting of each oil import quota, the 
opportunity to obtain another allocation is more remote. 
In this instance, with the creation of a new industry in 
Puerto Rico requiring time and a competitive climate for 
growth, any reasonable probability of Prudential’s obtain- 
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ing another quota upon a new application is so infinitesimal 
as to be, for all practical purposes, nonexistent. Accord- 
ingly, the only manner in which plaintiff can be made whole 
is by the performance hy Phillips of its legal obligations. 


38. Since each barrel of light naphtha is the equivalent 
in low boiling ingredients of three to four barrels of crude 
petroleum, and since imported light naphtha is considerably 
cheaper than the comparable domestic product, the quota 
represents an economic advantage to a domestic marketer 
amounting to approximately two dollars a barrei. During 
the ten-year period of the initial term of the allocation 
granted by the Department of the Interior to Core, the im- 
port quota has a value of $365,000,000. Based on the long 
range outlook for world energy resources, there presently 
exists the reasonable expectancy that this allocation will 
be nenewed, again and again, for successive ten-rear peri- 
ods. Assuming, conservatively, that only two such renewals 
are to be received by Core, the value of the import quota 
over a thirty-year period is $1,095,000,000. 


39. Prudential has no adequate remedy at law. 


For a Second Claim for Relief. 


40, Prudential repeats and realleges Paragraphs ‘‘1’’ 
through ‘‘33,’’ inclusive, and Paragraphs ‘‘37’’ through 
‘639,’ inclusive, of this complaint, as though set forth in 
full in this Second Claim. 


41. Pursuant to the acts, representations and agree- 
ments between Prudential and Phillips, Prudential and its 
representatives disclosed to Phillips and its representa- 
tives all of the details, specifications, ideas, concepts, in- 
novations, information contacts, engineering data and de- 
signs in trust and confidence to he used solelr for the ben- 
efit and in furtherance of the interests of Prudential, and 
Phillips thereafter did misappropriate the same for its 
own use and benefit, and did thereby inflict upon Pruden- 
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tial and upon its valuable business properties, interests, 
rights and assets the wilful, intentional and malicious in- 
juries and harm hereinabove set forth. 


For a Third Claim for Relief. 


42. Prudential repeats and realleges Paragraphs ‘‘1”’ 


- 
through ‘'33,’’ inclusive, and Paragraphs ‘‘37’’ through 
©39,"’ inclusive, of this complaint, as though set forth in 
full in this Third Claim. 


43. Phillips intended by its acts, statements and rep- 
resentations falsely to convince Prudential that Phillips had 
a continuing interest br participating with Prudential in 
the project and the sharing of the benefits thereof while 
concealing from Prudential its true intention to misappro- 
priate to itself the full benefits of the project and all of the 
business properties, interests, rights and assets accruing 
therefrom, and to exclude Prudential therefrom. Phillips’ 
purpose was to induce Prudential: (a) to disclose and 
deliver to Phillips the confidential details, specifications, 
ideas, concepts, innovations, information, contacts, engi- 
neering data and designs pertaining to the. installation, 
operation, management and financing of the project, and 
(b) to cooperate with Phillips in obtaining the necessary 
rights, licenses, permits, quotas, privileges, leases and other 
grants necessary to the consummation of the project in 
Phillips’ name, and (c) to cause Prudential to refrain from 
seeking any such grants or establishing any such business 
solely in its own behalf. 


44, Prudential would not have revealed snch confiden- 
tial matters to Phillips nor cooperated with it in obtaining 
the rights, licenses, benefits and other grants which it ob- 
tained but for Phillips’ deceitful conduct as aforesaid. 


45. By reason of the foregoing, Phillips, in equity, holds 
the fruits and benefits of the project, and all of its interests 
therein, on a constructive trust for the benefit of Prudential. 
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For a Fourth Claim for Relief. 


46. Prudential repeats and realleges Paragraphs ‘'1”’ 
through ‘‘33,’’ inclusive, and Paragraphs ‘‘37’’ through 
**39,”’ inclusive, of this complaint, as though set forth in 
full in this Fourth Claim. 


+7. Prudential and tks persons affiliated with it re- 
frained from taking any action which would have inter- 
fered with or in any way could have been detrimental to 
the action being taken by Phillips to secure any of the 
rights, licenses, permits, quotas, privileges, leases and other 
grants necessary to be obtained by it for the establishment 
or the business and interests in the project. 


48. The forebearance of Prudertial was caused directly 
by the acts, representations and agreements of Phillips, 
which creates as a fact of equitr the right of Prudential to 
share in the fruits and benefits accruing therefrom. 


Waez2=ronz, Plaintiff demands judgment as follows: 


1. That an accounting be had between plaintiff and 
defendant Phillips as to the transactions had in joint ven- 
ture hereinabore alleged and that a division be made of the 
respectire rights and interests of the parties in said joint 
venture in accordance with their agreements and ander- 
standings. 


2. That upon completion of such accounting, judgment 


he entered directing Phillips to pay over to plaintiff all 
business rights, properties, interests and assets, and par- 
tieularlr. but not limited to, the equity interest in Core, 
which Phillips holds in its name but for the account and 
benefit of Prudential. 


3. That judgment be entered directing Phillips to ac- 
count for and par over to plaintiff all business rights, prop- 
erties. interests and assets which it holds in its name but 
for the account and as trustee, constructive or otherwise, 


for Prudential. 
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4. That judgment be entered against Phillips awarding 
to plaintiff recovery of all losses, damages, costs and ex- 
penses sustained on account of the claims set forth in the 
First, Second, Third and Fourth Claims herein, together 
with interest and reasonable attorneys’ fees and costs and 
disbursements of this action, and 


5. That plaintiif be awarded such other and further 
relief as the Court may deem just and proper. 


Dated: New York, New York 
September77, 1967 


Patsrezy SERies, 


‘ A / & , 
‘ 
By [t NG (arta 
Attorneys for Plaintiff ‘ 
62 William Street, 
New York, New Yor) 10005. 


Roserr fF’. Coxrap, 
815 Connecticut Avenue, N. VW. 
Washington, D. C. 20006 
Of Counsel 


EXHIBIT A 


PHILLIPS PETROLEUM COMPANY 
BARTLESVILLE, OKLAHOMA 


November 13, 1962 


STANLEY LEARNED 
PRESIOENT 


Pevoextiss Om Corporarion 
21 West Putnam 
Greenwich, Connecticut 


Attn: Mr. N. M. Shippee, Chairman 


Gentlemen: 


In connection with the Puerto Rico Oil and Petrochemical 
Company’s petrochemical complex to be built in Puerto 
Rico, Phillips Petroleum Company is prepared to: 


1—Furnish 30,000 to 60,000 barrels per day of ernde 
oil for charge stock; 


2—Purchase the refined petroleum products not con- 
sumed in the petrochemical operations; 


3—Counsel with you and assist, if you wish, in the 
design and construction and operation of the pro- 
posed facilities. 


Whenever you desire, we shall be glad to have our rep- 
resentative work with you to negotiate and complete con- 
tracts. 


Very truly yours, 


Stayzzey Learyep 


UNITED STATES DISTRICT COURT 
FOR THE SOUTHERN DISTRICT OF NEW YORK 


PRUDENTIAL OIL CORPORATION, 
Plaintiff, : 


67 Civ. 3748 
-against- 
ANSWER 
PHILLIPS PETROLEUM COMPANY, Parone © 


Defendant. 


Defendant, byits attorneys, for its Answer to 
Complaint alleges: 

1. Defendant denies knowledge or information suf- 
ficient to form a belief as to the allegations of Para- 
graph 1 of the Complaint. 

2. Defendant admits the allegations of Para- 
graph 2 of the Complaint. 

3. Defendant denies knowledge or information 

“sufficient to form a belief as to the allegations of Para- 
graph 3 of the Complaint. 

4. Defendant denies knowledge or information 
sufficient to form a belief as to the allegations of Para- 
graph 4 of the Complaint. 

5. Defendant denies knowledge or information 
sufiicient to form a belief as to the allegations of 
Paragraph 5 of the Complaint. 


6. Defendant denies knowledge or information 


sufficient to form a belief as to the allegations of Para- 


graph 6 of the Complaint,except admits that there were at 


least two petroleum refineries operating in Puerto Rico in 


1961. 


A 

7. Defendant denies knowledge or seco! suf- 
ficient to form a belief as to the allegations of Paragraph 
7 of the Complaint. 

8. Defendant denies Knowledge or information 
ficient to form a belief as to the allegations of Paragraph 
8 of the Complaint, except admits that an oil import control 
program was established by the United States under Presi- 
dential Proclamation 3279 (24 Fed. Register p. 1781, March 
12, 1959) and the Oil Import Regulations of the United 
States Department of the Interior issued pursuant to that 
Proclamation (32A CFR Ch. X, OI Reg. 1) ana respectfully 
refers to such official records for a description of the 
provisions and procedures of such program. 

9. Defendant denies knowledge or information 
sufficient to form a belief as to the allegations of Para- 
graph 9 of the Complaint. 

10. Defendant denies knowledge or information 
sufficient to form a belief as to the allegation 
graph 10 of the Complaint. 

ll. Defendant denies Knowledge or information 
sufficient to form a belief as to the allegations of Para- 
graph 11 of the Complaint. 

12. Defendant denies Knowledge or information 
sufficient to form a belief as to the allegations of Para- 
graph 12 of the Complaint, except admits that J. P. Coan 
and Bruce K. Brown during the first six months of 1962 
discussed with representatives of defendant the possible 
establishment ofa refinery-petrochemical complex in Puerto 


Rico and that defendant informed Mr. Coan and Mr. Brown 


that Gefendant had no interest in pursuing the matter 


further at that time with Mr. Coan or Mr. Brown. 


13. Defendant denies knowledge A. ie eSation 


sufficient to form a belief as to the allegations of Pzra- 
graph 13 of the Complaint. 

14. Defendant denies knowledge or information 
sufficient to form a belief as to the allegations of Para. 
graph 14 of the Complaint. 

15. Defendant denies Knowledge or infcrmaticn 
sufficient to form a belief as to the allegations of Para- 
graph 15 of the Complaint. 

16. Defendant denies the allegations of Para- 
graph 16 of the Complaint, except admits that Exhibit A 
annexed to the Complaint is a correct copy of a letter 
dated November 13, 1962 addressed to Prudential Oil Cor- 
poration from defendant and refers to the text of such 
letter for an accurate statement of its content. 

17. Defendant denies the allegations of Para- 
graph 17 of the Complaint. 

Iss he allegations of Para- 
graph 18 of the Complaint. 

19. Defendant denies knowledge or information 
sufficient to form a belief as to the allegations of Para- 
graph 19 of the Complaint, except denies that the concept 
of a "core" refinery was either a new concept or a con- 
cept developed by plaintiff or by plaintiff's alleged 
assignors. 

20. Defendant denies knowledge or information 
sufficient to form a belief as to the allegations of Para- 
graph 20 of the Complaint. 

21. Defendant denies Knowledge or information 
sufficient to form a belief as to the allegations of Para- 


graph 21, except denies that it undertook to cause a 


-~ 
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comprehensive marketing study to be conducted or that it 
undertook any activities as a participant in any venture 

to which the plaintiff or its alleged assignors were parties 
or that it was asscciated in any manner with any venture to 
which the plaintiff or its alleged assignors were parties, 
and further denies that defendant assumed any obligation to 
perform any function as to any materials ft with it vy 
N.M. Shippee or Thomas Young in March 

22. Defendant admits the allegations of Para- 
graph 22 of the Complaint. 

23. Defendant denies knowledge or information 
sufficient to form a belief as to the allegations of Para- 
graph 23 of the Complaint, except denies tnat defendant 
participated jointly in carrying forward any project or 
venture to which plaintiff or its alleged assignors were 
parties and further denies that defendant undertook to take 
any action with respect to any materials left by N. M. 
Shippee with defendant in May 1963. 

24. Defendant denies knowledge or information 
sufficient to form a belief as to the allegations of Para- 
graph 24 of the Complaint. 

25. Defendant admits that on December 27, 1963 
Revision 4 to the Oil Import Regulation No. 1 was promul- 
gated (32A CFR Ch. X, OI Reg. 1) and respectfully refers 
to the official text of said revision for a full and con- 


plete statement of i*s contents; defendant further admits 


that a public hearing was held in dashington, D.C. on 


July 31, 1964 before the United States Department of the 
Interior, Office of O11 and Gas, in the matter entitled "Oil 
Imports from Puerto Rico" and respectfully refers to the 


official file in that matter for a full and accurate 
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description of the papers filed and proceedings held in 
connection with that matter. 

26. Defendant denies the allegations of Para- 
graph 26 of the Complaint, except admits that Mr. Rafael 
Durand testified on July 31, 1964 before the United States 
Department of the Interior, Office of Oil and Gas, 
matter entitled "Oil Imports from Puerto Rico" and 
full and accurate statement of his testimony respectful 
refers to the official transcript of those proceedings. 

27. Defendant admits the allegations of Para- 
graph 27 of the Complaint. 

28. Defendant denies the allegations of Para- 
graph 28 of the Complaint, except admits that under date 
of May 14, 1965 the Department of the Interior announced 
that on the basis of a binding arrangement to be entered 
into between defendant and the Commonwealth of Puerto Rico 
for the development and c rstruction of a petrochemical 
complex the Department would recommend changes in the oil 
import control program to permit the importation of feed 
stocks for the facilities to be constructed pursuant to 
such arrangement. 

29. Defendant admits the allegations of Para- 
graph 29 of the Complaint with respect to the execution 
of an agreement between defendant and the Commonwealth of 
Puerto Rico dated May 27, 1965 and respectfully refers to the 
agreement for a full and accurate statement of the terms 


of the agreement. 


30. Defendant denies the allegations of Para- 


eraph 30 of the Complaint, except admits that Section 15 
of the Oil Import Regulation No. 1 was amended as of 
December 24, 1965 (32A CFR Ch. X, OI Reg. 1, § 15) and 
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respectfully refers to the text of the amendment for a full 
and accurate statement thereof. 

31. Defendant denies tne allegations cf Para- 
graph 31 of the Complaint, except admits that Phillips 
Puerto Rico Core Inc. has undertaken the Gesign, construc- 
tion and operation of petrochemical facilities at a hewly 
created industrial district, located approximately three 
miles southwest of the city of Guayama on 
the Commonwealth and that defendant has 2 
in a corporation which began in June 1966 
of a nylon fiber plant adjacent to the petrocnen 
facilities. 

32. Defendant denies the allegations of 


graph 32 of the Complaint, except admits and avers 


at all times it has refused to acknowledge that pl 


or its alleged assignors have any interest, direct or in- 
direct, in the petrochemical facilities of Phillips Puerto 
Rico Core Inc. and that at no time hes plaintiff or its 
alleged assignors had nor do they now have any interest 
any project or any facilities constructed or to be con- 
structed by Phillips Puerto Rico Core Inc. in the Commen- 
wealth of Puerto Rico. 

33. Defendant denies the allegations of 
graph 33 of the Complaint. 

34. Defendant denies the allegations of 
graph 34 of the Complaint. 


35. ,Defendant denies the allegations of 


graph 35 of the Complaint, except admits and avers 


defendant has refused and still refuses to account 
to plaintiff ox its alleged assignors any business 


erties, interests and rights acquired by defendant 
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denies that defendant associated in any manner with any 
venture to which plaintiff or its alleged assignors were 
parties, or that defendant acquired any properties, in- 
terests or rights in its name for the account of any join: 
venture to which plaintiff or its alleged assignors are 
parties or that plaintiff or its alleged assignors have 
any interest whatscever in any properties, interests or 
rights held by defendant. 

36. Defendant denies the allegations of Para- 
graph 36 of the Complaint. 

37. Defendant denies the allegations of Para- 
graph 37 of the Complaint, except admits that no oil in- 
port quota may be granted without the approval of the 
Department of the Interior pursuant to the Oil Import 
Regulations and denies Knowledge or information sufficient 
to form a belief as to the probability of plaintiff or its 
alleged assignors obtaining an oil import quota. 

38. Defendant denies the allegations of Para- 
graph 38 of the Complaint. 

39. Defendant denies the allegations of Para- 
graph 39 of the Complaint and avers that plaintiff has no 
Cause of action against defendant. 

40. Defendant repeats the allegations of Para- 
graphs 1 through 33, inclusive, and Paragraphs 37 through 


39, inclusive, of the Answer in response to Paragraph 40 


of the Complaint. 


4l. Defendant denies the allegations of Para- 
graph 41 of the Complaint. 

42. Defendant repeats the allegations of Para- 
eraphs 1 through 33, inclusive, and Paragraphs 37 through 
29, inclusive, of the Answer in response to Paragraph 42 
of the Complaint. 
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43. Defendant denies the allegations 
graph 43 of the Complaint. 

44. Defendant denies the 
graph 44 of ‘he Complaint. 

45. Defendant denies the allegations « 
graph 45 of the Complaint. 

46. Defendant repeats the allegations of Para- 
graphs 1 through 33, inclusive, and Paragraphs 37 through 
39, inclusive, of the Answer in response to Paragraph 46 
of the Complaint. 

47. Defendant denies knowledge or information 
sufficient to form a btelief as to the allegations of Para- 
graph 47 of the Complaint. 

48. Defencant denies the allegations of Para- 


graph 48 of the Complaint. 


AS A FIRST DEFENSE 
The Complaint fails to state a claim against 
defendant on which relief can be granted. 
AS A SECOND DEFENSE 
The Court has no jurisdiction over the subject 
matter of the action pursuant to 28 U.S.C. § 1359. 
AS A THIRD DEFENSE 


Plaintiff is not entitled to maintain this suit 


by reason of laches. Plaintiff commenced this action an 


‘ 
unreasonable length of time after it or its alleged assignors 


acquired notice of material facts giving rise to its con- 
plaint and the prosecution of this action at this time 


causes great injury anc prejudice to defendant. 
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WHEREFORE, plaintiff demands judgment diszissing 


the Complaint and for costs and ijisbursements in the action. 


SULLIVAN & CROMWELL 


ha Mes 
: ) > ind 
Kenber of the Firm) 
Attorneys for Defendant 
Phillivs Petroleum Company, 
48 Wall Street, 
New York, K.¥. 10005. 


HAnover 2-8100 


Dated: October 19, i967 
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UNLTED STATES DESTRECT COURT Finee’ 
THES SOUTHERN DISTRICT OF 


> vt i 
wpe Staeme Ca: 


OF ti 
Plaincifé, FEEL GC 
67 Civ. 3745. °° 
MEMORANDUM _ 


Defendant. 


rye ie. 


re 
ft ave 


‘ 
me. 


Pursuant to Fed. R. Civ. P. 39{a) Defendant has moved this 


o 


g plai ntiff's demand for a jury trial 


ta 
- 
a» 
.™ 
: 
A 
fag 
Eg 
a 3 
’ 
Py 
‘e 
“< 
+4 
rh 
oe 
“ 
s 
oe 
ny 
ad 


on the ground that under the Seventh Amendment to 
es Constitution, as javtouearan by Rule 38, 


ntiff has no right to a jury trial in this action." 


l ; ; 
Defendant's Notice of Motion at A. Defendant does not object, to - 


ess of Plaintiff’ s: ‘jury demand. 


¥ tg 
nde 2 ooh we 


bye 


bee as 
, Saas s 


Plainti f£*s complaint “alt coiiplaaii prolix; thus, for pur- 


poses of this memorandum, the cour t will attespe ‘to 2 deal with - 


4 She 


the facts as alleged in this are cree as genineky and atepty 
rt cen: 

Plainciff is the assignee of the interest of a corporation 
that engaged primarily in oil exploration financing. Pidinti if 
alleges that the Economic Development Administration of Puerto 
Rico (EDA) desired the establishment of a petrochemical gee 
duction facility on the Island of Puerto Rico in order to in- 
crease general economic growth of the Island. At the time that 


the operative events in this action occurred Puerto Rico already 


had two oil refineries. The project undertaken by the E.D.A. 
envisaged the construction of a third refinery with satellite 
petrochemical facilities to utilize the petroleun derivatives 
from the third refinery. Tne project was complicated from~an 
economic, financial and political standpoint. 

Plaintiff was brought into the transaction by E.D.A. on 


the recommendation of two New York City investment bankine houses 
Qo 


after the withdrawal from the initial promotion group of one of 


~ 


its active participants. Plaintiff undertook sponsorship of the.. 


project and as part of its activities Plaintiff entered into an 


wae 


mast’ 


er 


rrangement! with Defendant whereby Pefendant would supply the . 


4 


crude oil ‘s the project and purchase the refined products 


used in the! petrochemical operations. Allegedly, Defendant also’ 


Fath 


zy 
undertook to furnish consultation in the design, construction and: 4 


operation of the project. Attached as Exhibit A to the complaint ~~ 


—— 


. an i J a 


isa letter, from Defendaht "¢ si lett So Rey. B. y. chia al sis. 


Cisteaah of | pLainciZe, which states that in connection with: the. 


-t = 
aw ee et 


roject Phillips is prepared to: (1) provide raw crude oil for 


_the refinery and (2) to purchase refined petroleum products not. 


ae, 
- +} eed 


consumed in the then contemplated petrochemical facilities, and 


(3) to counsel and assist Plaintiff in the design, construction 
and operation of the proposed facility. Over a period of a few 
years Plaintiff and Defendant worked closely on the project 

Plaintiff asserts that it divulged to Defendant detailed infor- 


mation that Plaintiff had accumulated as a result of its efforts. 


2\, 
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After a period of time it was determined that the plans 


an overall petrochemical facility were not Feasible in light 


eed 


difficulty encountered in obtaining commitments from po- 


Because of this problem the plans for the project were altered 


Pe eee 


by narrowing the project initially'‘to a ‘core’ refinery which, 


though designed to produce the maximum yield of petrochemical 


’ 


rew materials to feed various 'satellite' petrochemical plants, 
would be sufficiently viable to produce larger amounts of normal 
refinery products during the early years when the ‘satellite’ 


and other consuming plants could be installed."" It was contem- 


Rips Poe tures a 


' 


ae 


ated that after the refinery was constructed and began opera- 


+ ef seuvebel’s 


petrochemical users could be attracted to build other 


? ee 


' 
g facilities. 


Plaintiff contends that in order for the entire project 


ce Bg sat 
isa o' PA seh te 


to become feasible it was necessary to obtain an allocation of 


fe a 
Bi 


oil imports from the Department of the Interior, the application =: 


‘ 
. 
i, $ 


for which had to be made by Phillips for reasons not relevant a 
to the instant motion. It is further alleged that some time 
after the successful aaeeee ian for the change in the OL In- 
ulations, Plaintiff was excluded from the venture by | 
t-Phillips. Phillips and E.D.A. brought the project 
essful conclusion. The refinery that was ultimately 
onstructed was operated by a corporation called "Phillips 


uerto Rico Core Co." (Core") 


Upon these facts Plaintiff raises four claims for relief, 


3. 


es 


with respect to each of which Plaintiff asserts that it has no 
adecuate remedy at law. Complaint 139 . The first claim is, 
“(p]lursuanet to che acts, representations and 
. agreements between Prudential and Phillips, a joint venture was 
rmed between the parties"; that ‘pursuant to the joint-venture -___ 
Plaintiff disclosed to Defendants all of the details, ideas and 
information which made it possible for the project to be success- 
fully completed; and that Defendant has (a) misappropriated and 
wrongfully excluded Plaintiff from the fruits of the joint 
mture, (b) refused to aceount to Plaintiff for the fruits of 
joint . and to pay over to Plaintiff the business 


o; 


gnts and interests acquired by Defendant in its ~ 


for the account of the joint venture, ane val eal 
reason o regoing, Defendant has breached its a agreement je 
and its duty of trust and fair dealing to Plaintiff and holds 


‘sthe.. fruits of the venture, including the acme interest an 


Tee - . 


«; - 


* Geren: as ‘¢ étigt and ‘benefit ‘of Plaintife. 
For 
by Defendant of ideas, data and the like developed by Plaintiff 


and disclosec to Defendant pursuant to Defendant's acts, agree- 


ments and representations. Alleging that the information was 


trust and confidence to Defendant and to be used 


n 
for Plaintiff's benefit, Plaintiff states that by its 


Lon, Defendant infiicted upon Plaintiff wilful, 


Re tel eee) et Eta) 
Roeser ob gs 


and malicious harm 


to the second claim, the third claim alleges that 


yee h ome ow ne seme 


ae 


statements and representations intended 


a. 


to imcuce Plaintiff, inter alia, to disclose its data and to 


4. 


t 


a 628s 


with respect to each of which Plaintiff asserts that it has no 

adecuate remedy at las. Complaint 739 . The €irst claim is, 
enctially, that "([p]lursuant to the acts, representations and 

agreements between Prudential and Phillips, a joint venture was 
formed between the parties’; that pursuant to the joint-venture -__ 
Plaintiff disclosed to Defendants all of the details, ideas and 
information which made it possible for the project to be success- 
fully completed; and that Defendant has (a) misappropriated and 
wrongfully excluded Plaintiff from the fruits of the joint 
Seetieiede: (b) refused to aceount to Plaintiff for the fruits of 
the joint venture and to pay over to Plaintiff the business 

_ properties, jrights and interests acquired by Defendant in its 
own name oa for the account of the joint venture, and te) bi 
reason of i foregoing, Def endant has breached ite ae reement aS 
and its duty of trust and fair dealing to Plaintiff and holds 

athe: Sid of the venture, including the Seay interest in. 


. Core, ae the right and benefit of Plaintifs. 


fee its second claim, Plaintiff alleges misappropriation 


sed 
by Defendant of ideas, date and the like developed by Plaintife ius 3 


and disclosed to Defendant pursuant to Defendant's acts, agree- 
ments and representations. Alleging that the information was 
disclosed in trust and confidence to Defendant and to be used 
solely for Plaintiff's benefit, Plaintiff states that by its 


misappropriation, Defendant inflicted upon Plaintiff wilful, 


intentional and malicious harm. 


‘ 


Similar to the second claim, the third claim alleges that 
Defendant, by its acts, statements and representations intended 
to induce Plaintiff, inter alia, to disclose its data and to 


4. 


es 


Oo 2 
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gment be entered directing Phillips 
d pay over to plaintif£€ all business 
Ss, interests and assets which it 


d as trustee, 


+ 


preserva 


here rt ct re) 
ro 


for Prudential. 


judgment be entered against Phillips 
inctif& recovery of all losses, damages, 
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Dy jury as declared by the Seventh Amendment 


onstitution or as given by a statute of the United 
preserved to the parties inviolate." While 


ispute that challenges to this right, viewed 


2 merger of law and equity in the federal courts, 
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-have caused courts and commentators serious analytical diffi- 
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roperly made it is to be uz . Dairy Queen, Inc. v. Wood--.: 
Pp +y¥ git 


269 U8. at 473, hus, construing Beacon Theatres, the’ 


Circuit Kes sta 


3) Cath na: al that the case 
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With respect to the first "claim," it may reasonably 
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interpreted as containing "allegations of ordinary breach 
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contract, Ross _v. Bernhard, supra, 396 U.S. at 542, a 
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classic example of a claim cognizable at law. More importantly, 
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ppears first and foremost and throughout all of the claims which 
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onsnip or through deceit, misappropriated to its own 
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business information developed by Plaintiff. This court agrees 
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The mere fact that Plaintiff includes in its prayer for 
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relief a demand for an accounting does not alter this decision. 
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instructions from the trial court, a jury would be in- 


deterinining the issues given to it. 


(1) As Professors Wright and iiiller point out, to the extent that 
a particular issue may be considered either legal or equitable depending -- 
~~ us0n tha actual remedy awarded, the Supreme Court has indicated that 
the constituticnally required solution is to have a jury decide the. 
issue, “even though the court may then have td determine for itself 
whether to grant relief of a tyoe historically equitable." 
9 C. Wright & A. Miller, Federal Practice and Procedure § 2306 at 37 
(1971) (emphasis supplied). 
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| wares ami merchendise and personal property of every Claas 
| 2nd Gesexipsian. 


fo aceuise, and pey for in cesh, stock c= c= desis 
pthc nl5 aan pose She good will, riches, 
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| gon, fim, ssseciziten or cerperacion. 
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| amd to receive, held, cum, guarantee, sell, 2asign, exchense, 
| tranafer, mortgage, pitdge cy ctherwise dispose of or deal 
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Civiaion oy o7 eny covermmental esency, ond &@S ocwner theres; : 
| SO possess end exercise all the > $8, powers end privileces: 


ST COPY AVAL 


A 303 
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THE PRUDENTIAL OIL CORPORATION 


(Of Connecticut) 


May 26, 1965 


STOCKHOLDERS MEETING 


A meeting of the Stockholders of The Prudential Oil Corporation, a 
Connecticut.Corporation, was held at the company's oifices at 

21 West Putnam Avenue, Greemwich, Connecticut, today at 12 p.m. 
The meeting was preceded by proper notice in writing to all 
Stockholders. 


Mr. E. J. Willey was present with proxies as follows: 


-R. N. Funkhouser 5, 000 Shares 
-Carleton E. Hammond 1,000 " 
-Gilbert M. Kiggins 4,000 
-Charles J. Kushell, Jr. 10, 000 
-Frank S. Larson 2, 000 

-P. H. McLaughlin 5, 000 
-Charles W. Nichols, Jr. 10, 000 
'-Hazard E, Reeves 1,600 
~Nathan M. Shippee 56, 599 


Mr. Layman E. Hendrex, Comptroller, acted .s Proctor in counting 
the proxies. The above proxies were voted unanimously on the 
following resolutions: 


"Resolved that The Prudential Oil Corporation, a Connecticut 
Corporation, be reorganized as Prudential Oil Corporation, a 
Delaware Corporation. The Delaware Corporation shall have ~ 
the same authorized number of shares of Common Stock; i.e., 
150,000 shares, and each Shareholder in the Connecticut 
Corporation shall receive 1 share of stock inthe Delaware 
Corporation for each share in the Connecticut Corporation." 


vee that The Prudential Oil Corporation, a Connecticut 
oraion, be dissolved as of midnight, June 30, 1965, and 
entire assets, liabilities, and goodwill be transferred 
> zsential Oil Corporation, a Delaware Corporation, as of 


ft 
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"Resolved that the present Officers and Directors of The 
Prudextial Oil Corporation, a Connecticut Corporation, continue 
in orifice until the said June 30, 1965." 


There being no further business, the meeting was adjourned at 
12:10 pee. 


[ 
Layman E, Hendrex, E. J. Wille,’, 
Proctor Secretary Pro Tem. 


MINUTES OF THE FIRST MEETING OF T 


& ed 


BOARD OF DIRECTORS OF PRUDENTIAL OIL A 449 
' CORPORATION HELD ON MAY 26, 1365 ass 


The First Meeting of the Board of Directors of Prudential 
Oil Corporation was held at the office of the Corporation, One 
Rockefeller Plaza, New York, New York, on May 26, 1965, at 5:00 o'clock 
P.M., local time, pursuant to a Notice of Meeting duly sent to all direc- 
tors of the Corporation. A copy of said Notice was directed to be filed 
‘ 


with the records of the Corporation as part of these minutes. 


There were present: 


Messrs. Nathan M. Shippee 
Richard N. Funkhouser 
Carleton E. Hammond 
Gilbert M. Kiggins 
Charles J. Kushell, Jr. 
being a quorum of +he Board. 
Mr. Shippee acted as Chairman of the Meeting and Mr. Kushell, 
Jr. acted as Secretary. 
The Chairman reported to the Meeting that Mr. John W. Little, 27 
and Edward J. Willey had submitted their resignations as directors of 
the Corporation, effective immediately. There then followed a discussion 
by the directors whereup a said resignation was accepted. 
The Chairman then propesed that by reason of the vacancies 
created on the Board of Directors of the Corporation, it was necessary 
to elect two new directors. In this connection, he recommended that 
Mr. Philip H. McLaughlin and Mr. Robert L. Klotz be elected to fill 


such vacancies. There then followed a discussion by the directors. 


Upon motion duly made and seconded, it was unanimously 


oe ee 


RESOLVED, that Philip H. McLaughlin and Robert L. 
Klotz be, and they hereby are, chosen to fill the direc- 
torships left vacant by the resignations of John W. 
hold office 
his successor 


Little, II and Edwara J. Willey, each to 
until the next annual election and until 
is duly elected and shall qualify. 


The Chairman stated that the next order of business would 


be the cesignation of an Executive Committee of the Board of Directors 


of the Corporation. 


Upon motion duly made and seconded, it was unanimously 


RESOLVED, 


that there shall be an Executive Committee 
of three (3) me 


mbers of the Board of Directors which shall 
have authority to exercise all the powers of the Board in 


the current business of the Corporation while the Board 
is not in session; and it was further 


RESOLVED, that Nathan M. Shippee, Gilbert M. Kiggins 


and Philip H. McLaughlin be, ana they are hereby, desig- 


nated as members of the Executive Committee and Nathan M, 
Shippee to be Chairman thereof, 


The Chairman then presented to the Meeting the form of 


Stock certificate and corporate seal of the Corporation. 


Upon motion duly made and seconded, it was unanimously 


RESOLVED, that the form of stock certificate of the 
Corperation presented to this Meeting be, and it hereby 
is, approved and adopted and that the Secretary is instruct- 


ed to insert a specimen thereof in the minute book of the 
Corporation; and it was further 


RESOLVED, that the seal, an impression of which is 


hereto affixed, be, and it hereby is, adopted as the cor- 
porate seal of the Corporation, 


The Chairman then stated that the next order of 


business was the election of cfficers Of the Corporation, 


ahs 


The following persons were nominated to the offices set 
forth opposite their respective names, and, there being 
no further nominations, they were unanimously elected to 
. sich offices, each to hold office until his successor shall 
have been duly elected and qualifies or as otherwise pro- 
vided in the By-laws of the Corporation: 
Chairman of the Board - Nathan M. Shippee 
Vice President Thomas L. Wilkerson 
Vice President Philip H. McLaughlin 
Secretary Philip H. McLaughlin 
Treasurer Nathan M. Shippee 
Assistant Secretary Patricia R. Morel 
The Chairman then indicated that certain of the 
salaries of the officers should be given consideration. 
There then followed a discussion by the directors. 
pon motion duly made ar ‘-econded, it was 
unanimously 


s 


RESOLVED, that the following annual sal- 
aries be paid to the following officers: 
Thomas L. Wilkerson, Vice President - $20,000; 
Nathan M. Shippee, Treasurer - $9,600. 


The Chairman stated that the next order of 


business was to consider the acquisition by the Corporation 


of all of the assets of Prudential Oil Corporation, a 
Connecticut corporation, in exchange for 129,500 shares of 
Coumon Stock of the Corporation, on the basis of one share 


of. Common Stock of the Corporation for each share of Common 
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Stock outstanding of Prudential Oil Corporation, and the 


assumption by the Corporation of all of the liabilities 


of Prudential Oil Corporation, all to be effective as 


of the close of business on June 30, 1965. There then 
followed a discussion by the directors, the Chairman also 
noting that the stockholders of Prudential Oil Corporation 
had voted to approve the transaction earlier in the day. 


Upon motion dulyMade and seconded, it was 


nanimously 


RESOLVED, that the Corporation acquire 
all of the assets of Prudential Oil Corpo- 
ration, a Connecticut corporation, in 
exchange for 120,500 shares of Common Stock 
of the Corporation, without par value, on the 
basis of one share of Common Stock of the 
Corporation for each share of Common Stock 
outstanding of said Prudential Oil Corpora- 
tion, and the assumption by the Corporati.on 
of all of the liabilities of Prudential 
Oil Corporation, the same to be effective 
as of the close of business on June 30, 1965; 
and it was further 


RESOLVED, that the proper officers of 
the Corporation be, and they hereby are, 
authorized and directed to do and perform all 
such acts and things and to sign such docu- 
ments, instruments or certificates and to 
take all such other action as they may deem 
necessary, proper or convenient to carry out 
the intent of the foregoing resolution. 


The Chairman then stated thet consideration 


was to be given to the opening of a bank account with 


hk .316 


Chenical Bank New York Trust Company and, in that connec- 


tion, the Chairman presented to the Meeting a form 


of printed resolution in respect to the opening of said 


account. 
Upon motion duly made and seconded, it was 
unanimously 
RESOLVED, that the printed form of 
resolution as presented to this Meeting in 
connection with the ovening of a bank account 
with Chemical Bank New York Trust Company 

for and on behalf of the Corporation be, 

and the same hereby is, in all respects, 

approved and adopted as though herein set 

forch. tm full, 

In the above connection, the Chairman directed 
that a copy of the form of printed resolution be attached 
to the minutes of this Meeting as part of the records of 
the Corporation. 

The Chairman stated that the next order of 
business was to consider an amendment to the By-laws of 
the Corporation and, particularly, the addition of a 
new Article IX to said By-laws, for the purpose of provid- 
ing for the indemnification of directors, officers and 


employees of the Corporation. 


There then followed a discussion by the 


directors. 
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Upon motion duly made and seconded, it was 


unanimously 


RESOLVED, that the By-laws of the 
Corporation be, and they hereby are, amended 
so as to create a new Article IX thereof, 
the same to read as follows: 


ARTICLE IX, 


Directors, officers or employees of 
the Company are indemnified to the full 
extent provided by Delaware Statute. 


Each director, officer or employee of 
the Company made a party to any action, 
Suit or proceeding by reason of the fact 
that he, his testator or intestate, is 
Or was a director, officer or employee 
of the Company or of any corporation which 
he served as such at the request of the 
Compan, shall be indemnified by the 
Company against the reasonable expenses, 
including attorneys' fees, actually and 
necessarily incurred by him in connection 
with the defense of such action, suit 
or proceeding, or in connection with any 
appeal therein, except in relation to 
matters as to which it shall be adjudged 
in such action, suit or proceeding that 
such officer, director or employee is 
liable for negligence or misconduct in 
the performance of his duties. 


The Board of Directors of the Company 
is authorized to cause the Company to 
make such payments as may be necessary 
te settle any action or proceeding brought 
by the shareholders of the Company against 
the Company or its officers or directors, 
if in the opinion of the Board of Directors 
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and of counsel for the Company the action 
or proceeding is without merit and the 
expenses and detriment to the Company 
involved in the defense of such action 
or proceeding by the Company or its 
officers or directors exceeds in value 
the amount of payments necessary to 
settle such action or proceeding. 


There being no further business to come before 


the Meeting, the Meeting adjourned. 


Secretary 
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i Dissolution bs Directors & Stoczholders 


Tne name of the Corpora 
The corporation is diaiided Ke the following resol lution of direct 
and shareholders: 


"Resolved that The Prudential Oil Corporation, a Connecticut 
Corporation, be dissolved as of midnight, June 30, 1985, and 
that the entire assets, liabilities, and gooewrill be transferred 
to Prudential Oil Corporation, a Delay jare Corpor ation, as of 
that date in time." i 


S] 


The above resolution was adopted d by the board of dire sical and by 
shareholders. 


Vote of Shareholders: 


Wumber of Snares Total Voting Power of Vote Required Favorizz 
Entitled to Vot e Shares Entitled to Vote for Adoption - Adooticn 


= a -o- e 


120, 500. ae ee. eee 80, 335 


c Tiere te a 
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The ae end officers of the corporation at the date of f 


certificate ere as follows: 


Name ee ee ee ey i Sees - Residence Adéress 
Natnan MM. Shippee Chairman of the Brookridge D Drive 
Board; Treasurer sideiassin se Connecticut 


Edvard J. Willey Counsel 8949 Colesbury Place 
; ae Sela: Fairfax, Virginie 


Philip H. McLaughlin Vice Presidert, 789 Harbor Road 
Secretary & Director Southport, Connecticut 


Patricia R. Morel Assistant Secretary 251 East 5lst Street 
New York: N.Y. 10022 


Thomes L. Wi i 196 East 75th Street 
' New York, N.Y. 10021 


Richard N. Funkhouser Director 118 East §0t 
New York, 


Carlston E. Hammond Director 8 Kerry Lane 
Derien, Conneciicut 


-_ 


Fred 3!. Glass Director Wildcat Road 
Darien, Connect ieut 


a” g20 7 
Robert L. Klotz ieee 16 Per Circle 
Conyngham, Pa. 


Charles J. Kushell Director 


Michael F. Sassi Director 


etricia Re 


Personally appeared Tho 
atd me2de oath to the truth of 
before me. 


SPECIAL MEETING 9F THE BOARD OF 
DIRECTORS OF 
PRUDENTIAL OIL CORPORATION 


__HELD ON SEPTEMBER 8, 1965 

A Special Meeting of the Board of Directors of Prudential 
Oil Corporation was held at the office of the Corporation, One 
Rockefeller Plaza, New York, New York on September 8, 1965, at 
12:00 o'clock P.M., local time, pursuant to a Notice of Meeting 
duly sent to all directors. A copy of said Notice was directecu 
to be filed as part of these minutes. 

There were present: 

Messrs. Nathan M. Shippee 
Richard N. Funkhouser 
Carleton E. Hammond 
Philip H. McLaughlin 
Gilbert M. Kiggins 
Charles J. Kushell, dx. 
Robert L. Klotz 

being all members of the Board. 

Also attending the Meeting were Edward Wiiley, Esq., 
counsel for the Corporation, Thomas L. Wilkerson, Vice President 
of the Corporation and Patricia R. Morel, Assistant Secretary of 
the Corporation. Mr. Shippee acted as Chairman of the Meeting and 


Mr. McLaughlin acted as Secretary of the Meeting. 


The Chairman reported to the Meeting that Mr. Gilbert M. 


Kiggins had submitted his resignation as a director of the Corporation, 
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effective immediately. There then followed a discussion by the 


directors whereupon said resignation was accepted with regret. 

The Chairman then proposed that by reason of the vacancy 
created on tne Board of Directors of the Corporation it was neces-~ 
sary to elect a new director. In this connection, he recommended 
tnat Mr. Michael >. Sassi of Chemical Bank New York Trust Company 
be elected to fill such vacancy. There then followed a discussion 
by the directors. 

Upon motion duly made and seconded, it was unanimously 

RESOLVED, that Michael F. Sassi be, and he 
hereby is, chosen to fill the directorship left 
vacant by the resignation of Gilbert M. Kiggins, 
and to hold cffice until the next annual elec- 
tion and until his successor is duly elected and 
shall qualify. 

The Chairman presented to the Meeting the analysis of 
Unit Sales in the 1965 Annual Drilling Fund, previously sent to 
all cf the directors. The Chairman also reviewed with the directors 
the cash needs of the Corporation in respect of financing certain of 
the Units in said Drilling Fund. He then noted t»at plans were 
under way to diversify the operations of the Corporation through 
the organization of subsidiaries, leaving the Corporation with primari 
ly a holding company role. In this connection, he stated that con- 


sideration would be given at a later date to the Opening of a Chicago 


office under the supervision of Mr. Charles J. Kushell, Jr. 


eS 


The Chairman then discussed with the directors the status 
of the Phillips Chemical Project in Puerto Rico and the present 
position of the Corporation with respect thereto. 

The Chairman stated that the next order of business, con- 
sistent with the objective of diversification previously discussed, 


was to organize a subsidiary to be known as Prudential Finance 


Corporation and whose primary function would be to finance, on a 


selected basis, the purchase of Units in the Prudential Drilling 


Funds. There then followed a discussion by the directors. 
Upon motion duly made ana seconded, it was unanimously 


RESOLVED, that the proper officers of this 
Corporation be, and they hereby are, authorized 
to cause the organization of a subsidiary Corpor-~ 
ation under the laws of the State of Delaware, 
said Corporation to be known as Prudential 
Finance Corporation, and whose primary function 
would be to finance the purchase of Units in the 
Prudential Drilling Fund programs; and further 


RESOLVED, that the proper officers of the 
Corporation be, and they hereby are, authorized 
and directed to do and perform all such acts and 
things and to sign such documents, instruments 
or certificates and to take all such other action 
as they may deem necessary, proper or convenient 


to carry out the intent of the foregoing resolu- 
tion. 


The Chairman then stated that it would be advisable at 
this time to call an Annual Meeting of the Stockholders for the 


purpose of electing a board of directors and for such other business 


A 336 


as may come before said Meeting. In this connection the Chairman 
presented to the Meeting a copy of a proposed form of Notice of 


Meeting, and form of Proxy to be used in connection therewith, and 


directed the same be filed with the records of this Meeting as 


exhibits of these minutes. 


Upon motion duly mace and seconded, it was unanimously 


RESOLVED, that an Annual Meeting of 
Stockholders of the Corporation be, and it 
hereby is called to be held at the offices 
of the Corporation, One Rocks feller Plaza, 

New york, New York on Monday, October 4, 1965, 
at 4:00 o'clock P.M., lccal time, for the fol- 
lowing purposes: 


le. To elect directors; 

2. To transact such other business, if any, 
as may properly come before said Meeting, 
of any adjournment or adjournments thereoz; 


and further 


RESOLVED, that at the close of business on 
Septemrer 8, 1965, be, and the same hereby is, 
fixed as the record date and time for the termi- 
nation of the holders of Common Stock of the 
Corporation entitled to notice of and to vote 
at said Annual Meeting of Stockholders, and all 
persons who are holders of Common Stock of the 
Corporation on such time, and on such date, 
shall be entitled to notice of and to vote at 
said Meeting; and further 


RESOLVED, that Messrs. Nathan M. Shippee 
and Edward Willey, and each of them, be and 
they hereby are, appointed and authorized to 
act as attorneys or proxies for such Annual 
Meeting of Stockholders; and further 


A 


RESOLVED, that the proper officers of the 
Corporation be, and they hereby are authorized 
to appoint two persons to serve and act as 
Judges of Election and of Stockholders’ Votes 
at such Annual Meeting of Stockholders or at 


any adjournment or adjournments thereof; and 
further 


. 


RESOLVED, that the following named persons 
be, and they hereby are, designated as the man- 
agement slate to be submitted to the stockholders 
for election of directors at said Annual Meeting 
of Stockholders: 


Nathan M. Shippee 
Richard N. Funkhouser 
Carleton FE. Hammond 
Robert IL. Klotz 
Charles J. Kushell, Jr. 
Philip H. McLaughlin 
Michael F. Sassi 
Frederick M. Glass 


and further 


RESOLVED, that the form of Notice and Proxy, 
in the form presented to this Meeting, to be used 
in connection with said Annual Meeting of Stock- 
holders be, and the same hereby are, in all respects 
appreved and adopted; and further 


RESOLVED, that the proper officezs of the 
Ceorporation be, and they hereby are, directed to 
d> and perform all such acts and things and to 
sign such documents and certificates and to take 
all such other action as they may deem necessary, 
appropriate or convenient to carry cut the intent 
of the foregoing resolutions in connection with 
the call and holding of said Annual Meeting of 
Stockholders. 


The Chairman stated that inasmuch as the management slate 
to be proposed for election at the Annual Meeting of Stockholders 


consisted of eight members, it would be advisable to take action, 
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pursuant to the By-laws of the Corporation, to increase to 


eight the members constituting the whole Board of Directors of 


the Corporation. 


Upon motion duly made and seconded, it was unanimously 


RESOLVED, that pursuant to the By-laws 
of the Corporation, the number of directors which 
shall constitute the whole Board of Directors 
of this Corporation shall be and the same hereby 
is, established at eight (8). 


There being no further business to come before the meeting, 


meeting adjourned. 


Approved: 


Chairman 
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| PRUDENTIAL CIL CORPORATION * CNE ROCKEFELLER PLAZA, NEW YORK 20,N.Y. = CODE 212 JUDSON 2-3123 


MINUTES OF DIRECTOR: MEETING 


OCTOBER 19, 1965 


A quarterly Directors Meeting was held on October 19th at 12:15 p.m. 
in the Company's offices. 


Attending were Messrs. N. M. Shippee, Chairman, C. J. Kushell, 
F. M. Glass, R. N. Funkhouser, P. H. McLaughlin. Also present 
were Messrs. T. L. Wilkerson, Vice President, andE. J. Willey, 
Counsel. 


Mr. Shippee opened the meeting with a discussion of the Company's 
Financial Statement as of September 39, 1965, as prepared by Allen, 
Cassidy & Co. This was our first interim statement as a Delaware 
Corporation. Under Exhibit A., Investments, the date applied to our 
3/32 interest in Oil Reserves should be 6-30-65 instead of 6-30-64. 
The Budgetary Expense Forecast for 1966 was discussed and approved. 


Mr. Willey explained the 1965 drilling program in detail. He was 
pleased to report three field discuveries and pointed to the possibilities 
of drilling more wells in these areas. 


He then discussed the prospects of both the Tenaka and Bastrop drillings, 
for which he had high hopes. 


Mr. Wilkerson discussed at length and answered mimerous questions on 
our Broker/Dealer program. He also gave a preliminary report on 
progress with our 1965 Year End Fund, 


Mr. Shippee then turned the Board's attention to discussion of long range 
policy, particularly in relationship to perimeter companies. He explained 
that a number of possibilities had been brought to his attention and gave a 
number of examples of how these were investigated before being brought 

to the serious attention of the Board and the Executive Committee. 
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There was a short discussion relating to the present status of the proposed 


Prudential Financing Subsidiary. Mr. Shippee and Mr. Kushell had further 
areas to explore before making a report. 


— 


Mr. Fred Glass was appointed tc the Executive Committee of the Board. 


Lunch was served, and the meeting was adjourned at 2:30 p.m. 


Respectfully submitted, 


i oll 
AW Goo havghn 


y G ace 
P. H. McLaughlin eS"; 
Secretary 
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SPECIAL MEETING OF THE BOARD OF DIRECTORS OF 
PRUDENTIAL OIL CORPORATION 
HELD ON APRIL 27, 1966. 


a 2. es ne 


~ 


A Special Meeting of the Board of Directors of 
Prudential Oil Corporation was held at the office of the 
Corporation, One Rockefeller Plaza, New York, New York, 
on April 27, 1966, at 4 o'cloc« P.M., local time, pursuant 
to a Notice of Meeting duly sent to all the directors of 
tne Corporation. A copy of said Notice was directed to 
be filed with the records of the Corporation as part of 


these minutes. 


There were present: 


Mess-s. Nathan M. Shippee 
Richard N. Funkhouser 
Carleton E. Hammond 
Philip H. McLaughlin 
Thomas L. Wilkerson 
Frederick M. Glass 
Charles J. Kushell, Jr. 
Michael F. Sassi 


peing a «.worum of the Board. 

Mr. Shippee acted as Chairman of the Meeting and 
Mr. McLaughlin acted as Secretary. 

The Chairman presented to the Meeting the 
financial statements of the Corporation as prepared by 


Allen Cassidy & Co., as at March 31, 1966. The balance 
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sheet, statement of income, and the budgetary forecast 


as of March 31, 1966, were each reviewed. 


Mr. Thomas L. Wilkerson gave a report on the 


present status of the 1966 Drilling Fund, particularly 
in respect of broker coordination. He projected sales 
and budgetary plans for the next two years. 


The Chairman then indicated that i« would be 


appropriate to approve the payment of a 15% cash bonus 
to salried employees of the Corporation as compensation 
for their outstanding performance during the past year. 
There then followed a discussion by the directors. 

On motion duly made and seconded, it was unani- 


mously 


RESOLVED, that effective immediately 
the proper officers of this Corporation be, 
and they hereby are, authorized and directed 
to pay a 15% cash bonus to the salaried 
employees of this Corporation in recognition 
of their outstanding performance during the 
past year; and it was further 


RESOLVED, thai: the proper officers 
.f the Corporation be, and they hereby are, 
authorized and directed to do and perform 
all such acts and things and to take all 
such other steps necessary, proper and con- 
venient to carry out the intent and purpose 
of the foregoing resolution. 


The Chairman then stated that in connection with 


Lerten ceases 


‘BEST COPY AVAILABLE 


A S51 


the sale of Units pursuant to the 1966 Annual Drilling 


Fund of the Corporation, the Registration Statement for 


which was Geclared effective by the Securities and Exchange 


. 


Commission on February 15, 1966, it was necessary to 


_— 


making of application to the Commissioner 


of Corporations of the State of California. There then 


ollowed a discussion by the directors and, upon motion 
Guly made and seconded, it was unanimously 


RESOLVED, that the officers of 

rudential Oil Corporation are authorized to appl 
to the Commissioner of Corporations of the State 
of California for authorization to sell Units 
of this Corporation's 1966 Annual Drilling Zund 
in the State of California and upon receipt of 
authorization therefor to sell Units of said 
Fund according to the Prospectus made effec- 
tive with the Securities and Exchange Commis- 


dnd oe 


sion dated February 15, 1966. 


Tne Chairman then discussed at the Meeting the 
filing of two lawsuits against the Corporation. He indi- 
cated that one of the lawsuits was in the process of being 
settled and that the other, upon advice of counsel for 
the Corporation, was deemed to be completely without merit. 
The Chairman stated that a. further report with respect to 


these lawsuits would be mace to the directors at a later 


date. 


hy 


X 


wo Ose 


The Chairman then reviewed with the directors 
the preliminary plans in respect of the project of the 
Corporation in Madrid, Spain; in this connection, the 
Chairman recommended that consideration be given to the 
authorization of the Madrid project. There then follow- 
ed a discussion by the directors and, upon motion duly 
Made anc seconded, it was unanimously 


RESOLVED, that the proper officers of 
this Corporation be, and they hereby are, 
authorized and directed to formulate plans 
for the eventual development of a project in 
Madrid, Spain, looking towards the development 
of a shopping center type complex, including the 
development of office buildings in connection 
therewith; and it was further 


RESOLVED, that the proper officers 
of this Corporation be, and they hereby are, 
authorized and directed to do and perform 
all such acts and things and to sign all such 
documents and agreements and to take all such 
other steps as may be deemed necessary, proper 
or convenient to carry out the intent and 


purpose of the foregoing resolution. 

The Chairman then stated that a new subsidiary 
corporation, known as America House, Inc., had been caused 
to be formed under the laws of Spain, for the purpose of 
administering the aforementioned real estate project, when 


completed. Tnere then followed a discussior by the direc- 


tors, and upon moticn culy made and seconded, it was 


4) unanimously 


RESOLVED, that the action of the 
proper officers of this Corporation in causing 
to be formed a proposed sudsidiary of the 
Corporation, Known as America House, Inc., a 
Spanish corporation, be, and the same hereby 
is, in all respects ratified, confirmed, 
approved and adopted; and it was further 


RESOLVED, that the action of the 
proper officers of this Corporation in doing 
and performing all acts and things and 
signing such documents and agreements neces- 
sary to effectuate the next preceding resolu- 
tion be, and the same hereby is, in all 
respects ratified, confirmed, approved and 
adopted. 


th 


The Chairman then revorted on the progress o 
= | 


the Petrochemical plant of Phillips Petroleum Company in 


which he 


Puer+ 9 Rico indicated is now entering its final 


steps after four years of preliminary work. In this 


connection, the Chairman indicated that the officers of 


the Corporation had caused to be formed a proposed subsic- 


iary of the Corporation Known as Prudential Polymer Co., 


under the laws of Puerto Rico, for the purpose of en- 


gaging in activities in connection with the aforementioned 


There then followed a discussion and, 


Phillips project. 


upon motion duly made and seconded, it was unanimously 
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RESOLVED, that the action of the 
proper officers of the Corporation in causing 
to be formed a new proposed subsidiary of 
the Corporation, known as Prudential Polymer Co., 
a Puerto Rican corporatiaqn, for the purpose of 
engaging in activities in connection with the 
Phillips Petrochemical plant complex being 
constructed in Puerto Rico be, and the same 
hereby is, in all respects ratified, confirmed, 
approved and adopted; and it was further 


RESOLVED, that the proper officers of 
the Corporation in doing and performing all 
acts and things necessary to effectuate the 
next preceding resolution, including the 
execution of all such documents ana agreements 
in respect thereof be, and the same hereby are, 


in all respects ratified, confirmed, approved 
and adopted. 


The Chairman indicated that 1,000 shares of 
Common Stock of the Corporation had been issued and sold 


to Mr. Frederick M. Glass, a director of the Corporation. 


In this connection, he suggested that it would be appro-~ 


priate to ratify the action of the officers of this Corpo- 
ration in having made the sale and issuing the stock 
therefor. There then followed a discussion by the direc- 
tors and, upon motion duly made and seconded, it was 


unanimously (Mr. Glass abstaining) 


RESOLVED, that the action of the 
proper officers of this Corporation in 
effecting the sale on or about February 9, 1966 
of 1,000 shares of this Corporation's Common 
Stock to Mr. Frederick M. Glass at the price of 


& 335 


$10 per share be, and the same hereby is, 
in all respects ratified, confirmed, approved 
and adopted; and it was further 


RESOLVED, that the action of the proper 
officers of this Corporation in crediting to 
the appropriate capital stock account of the 
Corporation tne sum of $10 for each of the 
1,000 shares of Cormon Stock of the Corporation 
sold to Mr. Frederick M. Glass be, and the 
same hereby is, in all respects ratified, 
confirmed, approved and adopted. 


The Chairman then stated that it would be 


proper for the Board to take action upon the previous action 


of the Stock Option Committee of the Corporation in having 


granted options to two employees of the Corporation. 


There 


then followed a discussion by the directors and, upon 
motion duly made and seconded, it was unanimously 


RESOLVED, that the action of the 
Stock Option Committee under the Qualified 
Stock Option Plan of the Corporation in granting 
to the employees listed below the cption to pur- 
chase the number of shares of Common Stock 
of the Corporation set forth next to their 
respective names at the option price of $10 
per share, be and the same hereby is, in 
all respects ratified, confirmed, and approved 


Patricia R. Morel 200 shares 
Thomas L. Wil=:erson 1,000 shares 


» and it was further 


RESOLVED, that the proper officers of 


this Corporation be, and they hereby are, authorized 
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and directed to execute and deliver such Options 
to the aforesaid employees covering the designated 
number of shares of Common Stock of the Corpo- 
ration, in the form heretofore adopted by the 
Board of Directors, with such change or changes 
herein as shall be approved by the officers 
executing the same, with advice of counsel, 

the execution of such change or changes to be 
conclusive evidence of such approval; and it 

was further 


RESOLVED, that upon the acceptance of 
each such option by the employee to whom it was 
granted, the exercise thereof, the full com= 
pliance with the terms thereof and the payment 
of the purchase price as provided for therein, 
the proper officers of the Corporation be, and 
they hereby are, authorized and directed to cause 
to be issued and delivered to the employee. 
exercising the same the number of shares of 


Common Stock covered thereby; and it was further 


RESOLVED, that upon the issuance and 
delivery of any of the authorized but unissued 
sh.zes of Common Stock of the Corporation in 
accordance with the preceding resolutions, such 
shares of Common Stock, and each thereof so 
issued and delivered, shall be deemed ana is 
hereby declared to be fully paid and non- 
assessable; and it was further 


RESOLVED, that the proper officers of 
the Corporation be, and they hereby are, author- 
ized and directed to do and perform all such 
acts and things and to sign such documents and 

greements and to take all such other steps as 
may be necessary, proper or convenient to carry 
out the intent of the foregoing resolutions 

anc fully to perform the terms and provisions 
of the foresaid options. 


A 


The Chairman then stated that consideration 
should be given to adopting a new name for the Corporation 
which would better describe the functions of the Corpo- 
ration as originally planned. It was pointed out and, 
in this connection, that the name "Prudential Oil Corpo- 
ration" is not appropriately descriptive of the activities 
of tne Corporation. Accordingly, the Chairman requested 
that the directors suggest to him at the next meetings 


amore suitable corporate name for the Corporation. 


No further business coming before the Meeting, 


the same was duly adjourned. 


———$—$— 
Secretary 
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ONE ROCKEFELLER PLAZA NEW YORK. N. ¥. 10020 


CONSIDERATIONS FOR PUBLIC ISSUE 


——— 


COMPANY CONCEPT. 
HISTORY OF COMPANY SALES. 
HISTORY OF COMPANY DIVERSIFICATION. 
HISTORY OF COMPANY FISCAL RECORD. 
PROJECTION OF FUNDS -- DRILLING 
a) CASH FLOW 


b) RESERVES 
c) STOCK COMPANIE 


PROJECTION FUNDS -- CAPITAL GAINS 


PROJECTION DIVERSIFICATION 
SUMMARY: 


\ FOR WHAT PURPOSE. 


a S39 


COMPANY CONCEPT 
RCE PT 


There are thousands of ways of making money, but there are 
only five ways of holding on to it, based on the regulations ofa 
Penalty-tax economy. We fiscal agents and pror23sional managers 


of funds for the employment of tax leverage, seeking capital gains 


income, 


COMPANY SALES 
ae tt SAS 


The first five year, since 1960, were devoted to personal sales 
of our concept and of our product. Sales begain at $250, 000 annually 
and grew to $2,000,000 annually during this period, 


In 1965, we began a national distribution of our product, and 


hired a professional N.A.S. D. sales manager. Our goal was to establish 


national distribution through investment bankers and securities dealers 
within 2 years. This has been accomplished on schedule. The sales 
have grown from $2, 000, 000 to $3,000,000 to $7,500,000. The sales 


projection to 1970 is 3199009, 000; $14, 000, 000; 318, G00, 000; $20, 000, 000. 


DIVERSIFICATION 


With the beginnizmg of the second five year program, we took steps 


to establish an "outside" Board, and to seek diversification within our 


A 


basic concept. We examined 2 constant flow of opportunities in 


capital gain opportunities, including livestock, orange groves, 


pecans, real estate, industrial developments, mining,aadd enter- 


Our basic principle has been to share mutual interest, and 
to avoid financial interest. We seek to act as a catalyst, and to 
create an entity out of equity, sharing in the equity as our reward. 
To date, we have achieved a position in the development of the 
chemical industry in Puerto Rico, and in the development of an 
office building complex in Madrid, both projects being in early 
formative stages of establishment. We have also taken the first 


steps in consideration of capital gains funds in art and in colored 


films. 


FISCAL RECORD 


The nature of our business, and our policy, is "low overhead." 
We restrict curselves to budgeting business expense within our 
commission income, and to pla‘e all our equity in Capital Surplus. 
At the present time, we are spending about one-third our commission 
income on the business, and the other half is contributing to Capital 


Surplus at the current rate of about $2.00 per share. Our Cash Flow 


has been used to establish a financing subsidiary -- Prudential] 
Finance Corporation -- which has acted as banker for the financing 


of fund units on an average 30% basis. 


PROJECTIONS -- FUNDS (DRILLING) 


The sales projections of drilling funds is as *ollows: -- 
$ 7,500, 009. 
$10, 000, 000. 
$14,000, 000. 
318,000, 000. 


1979 320,009, 000. 


This is retail. There are indications of wholesale interest 
2 


such as the management of special purpose funds for financial groups, 
which would be in addition to this projection. 
Our range of results is from 2-3/4 to 1 up to9tol. We pro- 


ject at 3 to 1 the ahove expenditures to plan thetYollowing reserves: -- 


RESERVES 


$22,500, 000 
$30, 000, 000 
$42,000, 000 
$54, 000, 000 


$50, 000, 0cO 


3/32NDs 

$ 2,070, 000 
$ 2,810, 000 
$ 3,930,000 
$ 5,060, 000 


2_ 5, §30, 000 


$19, 500, 000. 
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EactEach five years, we project tne tax-free conversion of 


Participants’ and Agents’ reserves to stock ina rroduction company, 


The firsi was MESA in 1933. The next will be ALP'IA in 1968, and 


again in 1973, etc. MESA was an $3,000,000 conversion. ALPHA 
will be about $60,000,000 conversion. We shall use these creations 
in the exnloration for new reserves, and by association, in our future 


eve opment. 


PROJECTION -- FUNDS (CAPITAL GAIN) 


The drilling funds are the basic vehicle for tax leverage. 
Other investments offer capital gains opportunities. We are ncw re- 
searching a fund for colored films and a fund for art masterpieces. 
The basic concepts of diversification will be applied to each approach. 
We schedule a "dry-run' on the film fund this summer, to test the 
prospectus among our distridutoas. We would expect this to be a 
regular annual fund, if we go ahead. The art fund is a special situation 
based upon a Spanish Government export permit for 20 masterpieces 
which have been on worldtour. This might not be possible df repitition, 


but in any event, would not be an annual fur.d. 


DIVERSIFICATION A 


The exposure to equity opvortunities at the concept stage in 
continuous and it is a question of choice and timing. Such situations 
normally take two years to surface, and five years to realize. We 
have spent four years in Puerto Rico, and are about to realize on it. 
We have one year into Madrid, anditis taking form. We have our 
hands full at this time, and would not undaktake another project until 
we clear the larger hurdles in Madrid, including the financing and 
building stage, about 1968. We would look for our next stage of 
diversification in 1963, at which time we might carry the Madrid 


“America House’! concept further, to other European capital cities. 


SUMMARY 


The basic question to be considered in "going public" is 
"For What Purpose?" 

We believe the purpose here is "timing." This appears to be 
the right time to capitalize the success of the drilling funds, with 
their current history of successful Operations, and their projection 
of future growth potential. 

The public issue would enhance the national position of the 
funds at this time and strengthen the overall position of the parent 


company for its activities in other areas. 


The organization of the parent company would appear as 


follows: -- 


Name: PRUDENTIAL EQUITIES CORPORATION 


Subs’ diaries: PRUDENTIAL FUNDS, INC. (PUBLIC) 


PRUDENTIAL FINANCE CORP. (WHOLLY- 
OWNE D) 


PRUDENTIAL POLYMER CO. * (WHOLLY- 
OWNED) 


Cc 
INC. * (WHOLLY-OWNED) 


“note: Some part of Prudential Polymer Co. and America House, Inc. 


will be given up to others who helped createtthese projects, and for 


management of them. 
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MINUTES OF THE MEETING OF THE BOARD OF 
DIRECTORS OF PRUDENTIAL OIL CORPORATION A 355 


HELD ON JUNE 29, 1966 
A Special Meeting of the Board of Directors of PRUDENTIAL 
OIL CORPORATION was held at the offices of the Corporation, One 
Rockefeller Plaza, New York, New York, on June 29, 1966, at 12:00 
o'clock P.M., local time, pursuant to a Notice of Meeting duly sent 
to all of the directors. A copy of said Notice was directed to be 
filed with the records of the Corporation as part of these minutes. 


There were present: 


Messrs. Nathan M. Shippee, Chairman 
Philip McLaughlin, Secretary 
Frederick M. Glass 
Richard N. Funkhouser 
Michael F. Sassi 
Thomas L. Wilkerson 


being a quorum of the Board. 

The Secretary stated that in view of Mr. Shippee's substantial 
stock interest in the Corporation and his key man role in the Corporation, 
the proper officers of the Corporation had previously taken action on be- 


half of the Corporation to purchase $250,000 of life insurance on Mr. 


Shippee's life. In this connection, he stated that it would be well 


for the Board to consider increasing the amount of life insurance 
carried by the Corporation on Mr. Shippee’s life from $250,000 to $506,000 
in order to have continuity of management of the Corporation upon Mr. 
Shippee's death and, in such event, to provide the Corporation with 


funds for the purchase of the stock of the Corporation from Mr. Shippee's 


estate. 
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Thereupon, after discussion, and upon motion duly made 


and seconded, it was unanimously 


RESOLVED, that the act*on of the proper 
efricers of the Corporation in having purchased, 
for and on behalf of the Corporation, $250,000 
life insurance on the life of Mr. Nathan M. Shippee 
for the purpose of providing continuity of che 
management of the Corporation, be, and it hereby 
is, ratified, confirmed and approved in all respects; 
and further 


RESOLVED, that the proper officers of the Corpora 
tion be, and they hereby are, authorized and directed 
to purchase an additional $250,000 life insurance 
on the life of Mr. Nathan M. Shippee, thereby in- 
creasing from $250,000 to $500,000 the total amount 
of life insurance so carried for the purpose of 
providing continuity of management of the Corpora- 
tion upon Mr. Shippee's death and, in such event, 
to provide funds for the purchase of the stock of 
the Corporation from Mr. Shippee's estate; and 
further 


RESOLVED, that the proper officers of the 
Corporation be, and they hereby are, authorized 
and directed to do and perform all such acts and 
things and to sign such certificates and to take 
all such other action as may be deemed necessary, 
proper or convenient to carry out the intent of 
the foregoing resolution. 


The Chairman then reported upon the matters discussed at the 


meeting of the Executive Committee of the Board of Directors held on 
June 9, 1966. 

The Chairman then stated that it was in the best interests 
of the Corporatior to transfer all of its assets relating to its 
business in the management of oil and gas drilling funds, including 
its fiscal agency for the Prudential Drilling Funds, to Prudential 


Drilling Funds, Inc. (name being changed to Prudential Funds, Inc.) 


AS? 


in exchanse for 10,000 shares of Common Stock, without par value, of 
Prudential Drilling Funds, Inc. and the assumption by Prudertial 
Drilling Funds, Inc. of the liabilities of the Corporation, but ex- 
eluding the Corporation's right, title and interest in and to any 
business unrelated to the management of oil and gas drilling funds. 
The directors then discussed the matter fully. 

Upon motion duly made and seconded, it was unanimously 


RESOLVED, that this Board hereby approves and 
authorizes, subject to the anv’ val of stockholders, 
the transfer by the Corporat of all of its assets, 
relating to the business of the Corporation in the 
management of oil and gas drilling funds, including 
its fiscal agency for the Prudential Drilling Funds, 
to Prudential Drilling Funds, Inc. (name being changed 
to Prudential Funds, Inc.), a Delaware corporation, 
in exchange for 10,000 shares of Common Stock, with- 
out par value, of Prudertial Drilling Funds, Inc. 
(representing all of its issued and outstanding stock) 
and the assumption by Prudential Drilling Funds, Inc. 
of certain of the liabilities of the Corporation; such 

ransfer to include the assets and liabilities listed 
in the Balance Sheet of the Corporation at June 30, 
1966; but excluding, and the Corporation retaining to 
itself, all of the right, title and interest of the 
Corporation in and to any business unrelated to the 
management of oil and gas drilling funds; and further 


RESOLVED, that the proper officers of this Corpora- 
tion be, and they hereby are, authorized and directed to 
prepare such documents and other work which they, in 
their discretion, determine to be necessary Or appro- 
priate and necessary to carry out the transaction set 
forth in the foregoing resolution. 


The Chairman then stated that it would be advisable and in the 


the Certificate of Incorpora- 


tion of the Corporation to change 3 e to Equities Corp.” 
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There then followed a discussion by the directors of this proposal. 
Upon motion duly made and@ seconded, it was unanimously 
RESOLVED, that Article "FIRST" of the Certi- 
ficate of Incorporation of the Corporation be, and 


it hereby is, amended t6 read as follows 


“FIRST: The name of the Corporation 
shall be "PRUDENTIAL EQUITIES CORP." 


The Chairman then declared that the Corporation and its 


predecessor, Prudential Oil Corporation, a Connecticut corporation, 
had engaged for a period of time extending from the Fall of 1962 in a 
joint venture with Phillips Petroleum Company to establish a petro- 
chemical complex in Puerto Rico, and had contributed personnel and had 
paid certain expenses toward achieving the objectives of the joint 
venture. The Chairman ceclared that it had been contemplated in the 
past that th: Corporatio: uld undertake to promote and finance and 
develop petrochemical pla .s in Puerto Rico which Might be related to 
or grow out of the joint venture in Puerto Rico with Phillips Petrol- 
eum Company. The Chairman declared that the name Prudential Oil 
Corporation was a valuable asset and that it was in the best in- 
terests of the Corporation to preserve the name. 

The Chairman then declared that it would be advisable and 
in the best interests of the Corporation to transfer all right, title 
and interest in and to and all claims arising out of the aforesaid 
joint venture with Puillips Petroleum Company and all rights and obli- 


gations with respect to the promoticn, financing and development of 


i 
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petrochemical companies associated with or related to the joint 


venture with Phillips Petroleum Company and, upon the effectiveness 
of the aforementioned change of name of the corporation, 

of the corporation's name, Prudential Oil Corporation, to Prudential 
Oil Corporation, a New York corporation, in exchange for all of the 
issued and outstanding capital stock of the latter. There then 


followed a discussion by the Directors. 
Upon motion duly made and seconded, it was unanimously 


RESOLVED, that all obligations, rights and 
claims of the Corporation with respect to the joint 
venture, and with respect to the promotion, financing 
and development of petrochemical companies related to 
or associated with the joint venture with Phillips 
Petroleum Co. and, upon the effectiveness of the 
aforementioned change of name of the Corporation, 
the use of the name of the Corporation, Prudential 
Oil Corporation, be, and the same hereby are, 
authorized for transfer to Prudential Oil Corpora- 
tion, a New York corporation, in exchange for all of 
the issued and outstanding capital stock of the latter 
corporation; said transfer to take effect at such 
time as the proper officers of the Corporation shall 
deem the same advisable and in the best interests of 
the Corporation; and it was further 


RESOLVED, that the proper officers of the Corpora- 
tion be, and they hereby are, authorized and directed 
for and on behalf of the Corporation to cause to be 
formed a proposed new subsidiary under the name of 
Prudential Oil Corporation, to be incorporated under 
the laws of the State of New York for the purpose set 


forth in the next preceding resolution, and it was 
further 


RESOLVED, that the proper officers of this 
Corporation, be, and they hereby are, authorized and 
directed, on behalf of the Corporation to perform such ; 
acts and execute such documents, upon advice of counsel, 


as shall be necessary or desirable to effectuate the | 
foregoing resolutions. ; 
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The Chairman then stated that consideration was being 


given to having a proper subsidiary corporation formed for the pur- 


pose of possibly acting as nominee to hold title to the leasehold and 


other interests of the Prudential Drilling Funds. In this connection, 


he recommenced that such a corporation be formed uncer the name of 


Prudential Land Company, Inc. There then followed a discussion by 


the directors. 
Upon motion duly made and seconded, it was unanimously 


RESOLVED, that the proper officers of the 
Corporation be, and they hereby are, authorized 
and directed for and on behalf of the Corporation, 
to cause to be formed a proposed new subsidiary, unde 
the name of Prudential Land Company, Inc., to be 
incorporated under the laws of the State of New 
York for the purpose of possibly acting as nominee 
to hold title to the leasehold and other interests 
of the Prudential Drilling Funds; and further 


RESOLVED, that the proper officers of this 
Corporation be, and they hereby are, authorized 
and directed on behalf of the Corporation to per- 
form such acts and execute such documents, upon 
advice of counsel, as shall be necessary or desir- 
able to effectuate the foregoing resolution. 

The Chairman then declared that it would be in order and 
advisable to call a Special Meeting of the Stockholders for the purposes 
of approving the aforementioned transaction with Prudential Drilling 
Funds, Inc. and the change of the name of the Corporation. In this 
connection, he presented to the meeting a form of Notice of Special 


of Stockholders and a form of proxy which was directed to be 


filed with these minutes. 
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Upon motion duly made and seconded, it was unanimously 


RESOLVED, that a Special Meeting of Stockholders 
of this Corporation be, and it hereby is, called to 
be held at the offices of this Corporation, One 
Rockefeller Plaza, New York, New York, on July 13, 
1966 at 12:00 o'clock P.M., local time, for the fol- 
lowing purposes: . 


Les To consent to, approve and authorize the 
transfer by the Corporation of all of its assets 
relating to the business of the Corporation in the 
management of oil and gas drilling funds, including 
its fiscal agency for the Prudential Drilling Funds 
to Prudential Drilling Funds, Ine. (name being changed 
to Prudential Funds, Ine.), a Delaware corporation 
in exchange for 10,000 shares of Common Stock, without 
par value of Prudenital Drilling Funds, Ine. (repre- 
senting all of its issued and outstanding stock) and the 
assumption by Prudential Drilling Funds, Inc. of certain 
of the liabilities of the Company, including the assets 
and liabilities listed in the Balance Sheet of the Cor- 
poration at June 30, 1966; but excluding, and the Cor- 
poration retaining to itself, all of the right, title 
and business unrelated to the management of oil and gas 
Grilling funds. 


2. To vote upon a resolution amending the Certi- 
ficate of Incorporation so as to change the name of the 
Corporation to Prudential Equities Corp.; and 


ae To transact such other business, if any, as may 
properly come before the meeting or any adjournment or 
adjournments thereof. 


The Chairman then presented to the meeting the form of Notice 


of Meeting and proxy proposed to be issued by the Corporation to its 


stockholders in connection with the solicitation of proxies to be used for 
the Special Meeting of Stockholders being called for the aforementioned 


purposes. A copy of the Notice of Meeting and form of proxy was directed 


to be filed with the records of the Corporation as part of these minutes. 
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Upon motion duly made and second it was unanimously 


RESOLVED, that the form of Notice of Meeting 
and form of proxy presented to this meeting, be and 
the same hereby are, in all respects approved and 
adopted, with such change or changes therein as may 
be approvec by the officers of this Corporation, with 
the advice and approval of counsel, the issuance thereof 
with such change or changes to be conclusive evidence of 
such approval; and further 


RESOLVED, that the proper officers of the Corpora- 
tion be, and they hereby are, authorized and directed 
to give notice of said Special Meeting of Stockholders 
to the Stockholders of the Corporation in accordance with 
the provisions of the By-laws of this Corporation, the 
foregoing resolutions and the provisions of law appli- 
cable thereto and to do and pertorm all such acts and 
things as may be necessary or advisable duly to call 
and held said Special Meeting of Stockholders in 
accordance therewith and to cause the Notice and the 
form of proxy to be mailed to the stockholders of this 
Corporation entitled thereto; and further 


RESOLVED, that the stock transfer books of the 
Corporation be, and they hereby are, ordered closed 
at the close of business on July 6, 1966 in connec- 
tion with the aforementioned Special Meeting of 
Stockholders for the determination of stockholders 
entitled to notice of and to vote at said Special 
Meeting of Stockholders; and further 


RESOLVED, that Nathan M. Shippee and Thomas L. 
Wilkerson and each of them, with power of substitu- 
tion to each, be, and they hereby are, appointed and 
authorized to act as attorneys or proxies for said 
Special Meeting of Stockholders; and further 


RESOLVED, that Patricia R. Morel and Layman 
Hendrix be, and they hereby are, appointed Judges 
of Stockholders’ Votes to serve at said Special 
Meeting of Stockholders: and further 


RESOLVED, that the officers of this Corporation 
be, and they hereby are, authorized and directed to 
take such further action and to execute and deliver 
all such further instruments as they or any of them 
shall deem necessary, proper or convenient to carry 
out the intent of the foregoing resolutions. 


\ 6363 


The Chairman then noted for the record that the Board 
of Directors of Prudential Funds, Inc. had voted to assign $10 
per share as the amount to be credited to the capital stock account 
of Prudential Funds,. Inc., and any excess over and above said $10 
per share was to be credited to the capital surplus account of 
Prudential Funds, Ine. 

The Chairman then declared that it was advisahle to increase 
the number of directors on the Board to twelve (12) and to this end 
to choose two additional directors to serve on the Board of Directors 
of the Corporation. The Chairman recommended Mr. Newton Minow and 

for such directorships. There then followed a dis- 
cussion by the directors. 

Upon motion duly made and sconded, it was unanimously 

RESOLVED, that pursuant to the By-laws of the 
Corporation, the number of directors which shall 
constitute the whole Board of Directors of the 
Corporation be and it hereby is established at 
twelve (12); and further 

RESOLVED, that pursuant to the By-laws of the 
Corporation, and by reason of the increase in the 
authorized number of directors as established in 
the next preceding resolution, Newton Minow and J. 
Ira Harris be, and they hereby are, chosen to fill 
such newly created directorships, and to hold office 
until the next annual election and until their suc- 
cessors are duly elected and shall qualify. 


The Chairman then suggested that in view of the substantial 


number of matters to be considered by the Board of Directors it would 


be well for the Board of Directors to adjourn the meeting sine die. 


m 


\ 
bh 364 
Upon motion duly made and seconded, it was unanimously 
RESOLVED, that this Special Meeting of the 
Board of Directors of the Corporation be, and the 


same hereby is, adjourned sine die. 


Approved: 


Chairman 
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CERTIFICATE OF AMENDMENT 
0) 
CERTIFICATE OF INCORPORATION 


oration organized and 
existing under and by virtue of the General Corporation Law of the 
State of Delaware, DOES HEREBY CERTIFY: 
FIRST: That at a meeting of the Board of Directors of 
PRUDENTIAL OIL CORPORATION resolutions were duly adopted setting 
forth a proposed amendment to the Certificate of Incorporation of 
said corporation, declaring said amendment to be advisable and 
calling a meeting of the stockholders of said corporation for con- 
sideration thereof. The resolution setting forth the proposed 
amendment is as follows: 
RESOLVED, that the Certificate of Incorporation of 
this corporation be amended by changing the Article thereof 
numbered "FIRST" so that, as amended said Article snall be 
and read es follows: 
"The name of the corporation is 
PRUDENTIAL EQUITIES CORP." 
SECOND: That thereafter, pursuant to resolution of its 
Board of Directors, a special meeting of the stockholders of said 
corporation was duly called and held, at which meeting the necessary 
number of shares as required by statute were voted in favor of the 


amendment. 


THIRD: That said amendment was duly adopted in accordance 


with the provisions of Section 242 of the General Corporation Law of 


the State of Delaware. 
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a. 


IN WITNESS WHEREOF, said PRUDENTIAL OIL CORPORATION has 
caused its corporate seal to be hereunto affixed and this certificate 


to be signed by THOMAS L. WILKERSON, its Vice-President and 


bell 
PATRICIA R. MOREL, its Assistant Secretary, this 14th day of July, 


1966. 
PRUDENTIAL OIL CORPORATION 
i? fil Ra 
‘ E { / / a 
cs 2° ie Lit Meds ss 
Nice-President 


NEW YORK 
COUNTY OF NEW YORK 


BE IT REMEMBERED that on this l4th day of July, A. D. 1966, 


personally came before me, a Notary Public in and for the County and 


State aforesaid, THOMAS L. WILKERSON, Vice-President of PRUDENTIAL 
OIL CORPORATION, a corporation of the State of Delaware, the corpora~ 
tion described in and which executed the foregoing certificate, Known 
to me personally to be such, and he, the said THOMAS L. WILKERSON as 
such Vice-President, duly executed said certificate before me and 
acknowledged the said certificate to be his act and deed and the act 
and deed of said corporation; that the signatures of the said 
Vice-President and of the Assistant Secretary of said corporation to 
said foregoing certificate are in the handwriting of the said Vice- 
President and Assistant Secretary of said corporation respectivedy, 
and that the seal affixed to said certificate is the common or 
corporate seal of said corporation. 

IN WITNESS WHEREOF, I have hereunto set my hand and 


of office the day and year aforesaid. 


KATHRYN M. McLOUGHLIN 
Qualified in Viestcnester County 
No. 60-7850975 
Notary Put!iit, state of New York 
Commiss.cn Expires March 30, 1963 


Rwy. {7 ee : : 
#% tlisha C. Bukes, Secreta ¥Y Of . Hate f the Steeda of Ue 
z / j 


. P / > : ; 
by certify or healonen nel fi vegorngtsatrucandce vvect cop yf off 


CAD 


rporation of 


filed 


Hu Vestunouy hereof, SF haaeherewnte set myhand 
wu nd fg tabscatat Yy vor lhe fifteenth | 


cineca isch er 
ts 
a : , CL 
s uly thi dbx Yrarry OMe» Ss vd 
CW bhie reactiiel pr 1v0 Bie petvedcl andl 


¢ 


, 
nL 


pet ery ee ee ee 
ner gn lh ale oe 


\ ~ 

REC'D FOR RECORG Sc fa / 71966 LEO J. DUGAN, Jr. RECORDER 
{/ / 
- v 


J ot Ct” - 
Cex tified Cop: 
CERTIFICATE OF AMENDMENT 


oe 


a 


seceveD sah "REC -QRa 


STATE OF DELAWAXE, $s 
NEW CASTLE COUNTY, 


Recerded in the Recorder’s Office at 
Wilmington, in JNCORPORATION Recerd . le ea Giee "ae 
Page = i . &e, the cade hes tec 
AD, 7 


AHAAQ DADARTATT 
CA De ee ae eos 


tam 
it 


o- aAsTYIm 
SS 
ed det em 


a 


7 4 
wl ae oth 


@TATE OF 
DEPART aes 


STEIN ABRAMS & ROSEN 


522 FIFTH AVENUE 


NEW YORK, N. Y. 


pursuant 


or 


me 
- oO 


Ne: 


mr 
Bis 


CERT IFIC 


PRUDENTIAL OIL CORPORATI 
UNDER SECTION 402 OF 


THE UNDERSIGN= 


or over, for the 


to Section 402 the Busines 


e) 


Ww York, does hereby cert 


To produce, 
treat, handle, ad 
Store, sell, cons 
and with all 
and natural, 
any products m 
elements, raw 
ery, tes Soe 
in connection ¢t 


chy 


44) OFS @ 
Oo HO WO; 


Barc fs 


5h cre 


To purcnase, take, 1 
acquire, to own, use, imp 
convey, mortgage, pledge, 
3ispose of oil, gas and mi 
estate of all kinds, and th 
and interests in lands; 
minerals, elements, Genos 
anciuding solids, liquica 
exoloit said lands, 
such iands, rights and 
anc execute contracts 


G 
”m 


~ 
3Uu 


» 
re 


PO 


Moc On Oto Pw 


3) oO 
POOM Nn 

=] oO 

YU WY p+ n 

wu io 


02 55 up FO 


a 
OV 
Lé 
n 


> 


Mm ry 
O'chunu aw a 


opn 


te 


BM. 


Oo 


7 4 tine oe 


@ 


ry 


Q 


}¥. 
ct 


te 
Gi?) 
Rota ct 
fu 
Om 1c 


3 C2 
ty 


. 
“uO, 


om 


ct G2 


ef OM 


o 
Hots 7-0. ¢: 


90 © 3 ct 


QO, ct 
é 


}-- 
pec 


fae 
ry 


° 3 
2 Ormed 


Oo 
x 
2 
‘ 


ei 


+ 


eu e| 


yO, 
o0a0o 


nVoa Me 


< 
ch We 


Oi et 


OS 


yj 


QO } 
be eee ao) 


a 


30.0} & 


BO @ Tic 
g 


og OD }» 
rs 0 34 


ag Y po 
sf 


O'3 ON*e 
ty p+ ct ct 
ra) 


@ 
@ 4} M pe | O. ct 


M$ O O he 


wmcta 


ho ee 6 ee ae ee a () 
O03 © Ce 


ao}- 


a a IH 


Q. 
a 


te 


‘a 


inetallation of plants, 1 
to dispose of the products ther 
product or otherwise; to refin 
to prepare said products ror mar 
from said products any and all m 


; QO. 


cho 8 
Bet OM 


Ke 9 to 


To search, prospect 
ther oils, gas and any } ful or valuable subd- 
stances or products; to i remove, voroduce, 


acquire by purchase or otherwise, own, use, >; srans= 
process, 


table substances, minez products, 
by-products and resicual products f or therefrom; 


to drill, purchase, lease as lessee and otneruwise 


Gaia 
acquire, to own, use, i cal develop, improve and 
operate, and to sell, convey, mortgage, pledge, lease 
as lessor and otherwise disnose of oil, gas and otner 
wells and any articles, terials, macninery, equirment, 
structures or property used tnerefor or in connection 
therewith; and to engage in any trades, businesses and 
occupations necessary or convenient in connecti 
any business of the corporation or incidental, 
or contributory thereto. ; 


To build, purchase, take, lease as lessee or ovner- 
use, maintain, improve anc operate, 


Sy ae . 
and otnert 5 elo! 


for manufacturing, treating, I prepar 


centrating, distilling, purifying, 
using, storing, hanéling, transportdir 
in any manner dealing in anc i 
oils, gas and other volatile 
stances, minerals, aspnalt, oitumen anc oituminous 
stances and other similar ovoducts or every kind and 
character for any and all purposes whatsoever, but no 
to sell gas to consumers. 


To manufacture, process, purcnase or otnuerwi 


> 02 & 


a7” 


ire, invest in, own, mortgage, pledge, sell, 
transfer or otherwise dinpose ov, trace, deal 
eal with goods, wares and mercn ise and perso 
erty of every kinc, nature, mad descripti 

o engage and parvicipate a 
general contracting or trading busi Ss any kind 
character wnatsoever. 


oo] 
A 


cq 
na 
a 


wis AOD 
io) 


Ae 


tins 


in 
ir- 
up 
y 


a 


evelop, 


ie) 
a5 
18) 


> 
pa 
ne 


c oO Oo £ 
$982 ist ri Odo 
aC a cs rd fe 
al ao ¢ sd yw 
sHig 4 ; 2 = 
Ct 
vO : os 
0) sAW OE 
UY p OQ v4 
~~ O DO ag 
oO 9 6c “ 
fi S4 AO 
Od 424 
Eo. 9 45 fe a) 
oe cw s Es 
sNO”U0d Gx 
SAH Or O WL 
6, OA Qe 
tS. ght me $4 
Ghd> Fs S44 Ss 
Jars Oy OS oi, © 
Ss O 8, ws cb] 
rl O Fan 12a) CG 
vd .G Oo 
Baro) 
4d) n 
©O wu) fa Q 
OG -O.-8 
$1 OG4 
42 > 
Oo ane 
YO Wert 
Mon Ss 
Ht O G4 
Ao = ins 
tO t) os 
Ci med 4 & 
O 4 a Sos a 
cs 42 rt rH 
Ww OO se 
5S Gs ome | 
fa Sa 29 O 
Pp One 
MoO tO. G 
SO 6 ko 
OT eI eed 
Pikes oO UHN 
w @ ,Q 4> art O 4 
asa oO .¢ S4 O91 OG 
7264 8 p Og 2 UD 
G4 A O'S 45 


ol 
Way 
aS 


a 


conver, 
ceal 


Wnoae 
AW dss y 
Oy] 

Arran 


! 


ee Tn’ Tae 
mitten » oseek 
Seb, 
AMIDEOVE 5 

maf Ba) 

“ss 

wm eae yen 
a 
53 
aes 


~~ 
t 


1 SCO 

Oa Ow 
aol eS. & 
Ce) as Berd 


- © 
Sretale hatte 
Yue. 


( 


cad 
Ne ee od wet 


\o 


excren 


ed © 


Woes 


ey 
oy O J 


auer 
Mme 


9] 
2) 
O, 
Y 
"ip 
o 


OF 
hee 7 
BPA oe 
as tue 2 
bu meee utili y 


wi 


ner 


fox 
& 
Uu 
e 
=) 
4s 
u 
2 


= © 

PY 

) 
oara 


IYI DO 


or ecva 


BWod 


ide, and o 
| 
the B 


a Ei aig 
and 


a 
a © 
“i Nrt O 

41 O 49 
a OP & 
od = 


any 


~ 


may now 
yvace oO 
ba 
eo 


v6 we vd 
(oe 


vit Aes 
Veae 


rporavion 
ws of tne S 
on cnere 


uoon 


se} 
goun 0 ow 
4 


< 
La 
se = 
vy 


ame 
a Ne oe 


ech:'a co 


the 
connec 


Cd vy Qt 


er 


” 
~ 
Oy 
~ 
de 


pora 


cor? 


in any business 
gover 


= 
ph 


corporation o 
4q 
~ 


my < 
79 y 
as natu 


vent, 


~hant 
a 
on 


p 
t 


S 

a 
e 
GErnisS 


v 
2 
ne 
e 
st 
any or a 


= 
exe S ne 


ASN 


OF 05 
hs 
au 


i 


Si 
po 


assoc 
gaged 
ovin oO 
sucn 


ous 
ao 


. 


734 


The for G0ing clauses snall de ¢ 


objects and powers, and it is hereby expressly or 


the foregoing enumeration of specifec powers shall not be neld 


a 


or res ct in any manner the powers of 


tne Corporation 


County of New York, State 


aggregate 
8 
authority 


of On 


The Secretary 
née Corporation upon 
ration may be served, 


° State si i @ny process against 


c/o The Corporation 7 
277 Park Avenue 
New York, New York 10 


be served are: 


The Corporation Trus Company 
Park Avenue 
York, New Yo 


nevé 


5 
4 


no 
n 
a 


os 
4 ti ot 
Ak dee he 


1 
vi 


re) 


Teal 
PT wTieSS 
pe 


Ly 
"a 


IN 


COUNTY OF 


Ee Seeker ne sapiens 
came NAYAAN M, SHIPPES,. to 


a + st 9 
End wno execu 


thn 
Uiac 


State cf Met Dork { 


SS. 
DEPARTMENT OF STATE | 


I Centrry That I have compared the prececing 
copy with the 


filed in this department on the 2th , and that suck 


copy is a correct transcript therefrom and of the who:e of such original 


Slitveade# my hand 
weeeheSs my nG 


City of Albany, 


of July, one thousand nine hundred 
sixty-six. 


rhe. P Lorenge— 


Secresery of State 


Form CO~$04 


mete - : 
Tse ere - Z . . ~ 
ee Oh ee = “ 
Pm mene we ee LS ei ee. EN ge wate 4 ~ 


2am ew ees qlee eae [a er Po MME Oye Zep Pe eas ain oe akin a een ar oS 


fab 


STATE OF NEW YORK 


DEPARTMENT OF STATE 


I DO HEREBY CERTI 


P2UT = 2 ee 


SULSNTIAL OIL CO 


2 
= 
: 
Es 


- 


for a corporation has been reserved fer the use of 


Sisin, 2 SRNS & ROSEN, 


pa: Se ‘ad 


for a period of sixty days from the date hereof, for the creation o 


Given under my hand and the official seal of the Department of Scate 
at the Cit of Albany, tiis > day 


of June, 1966 


0) 
Secretary of State 


Certificate of reservation must accompany Certificate of Incorporation or Appiication of Authority 
when presented for filing. 


CO-S30( 11/64) 


aw a a 
568564 

. OF 
PRUDENTIAL LAND COMPANY, INC. 


CERTIFICATE OF INCORPORATION 


UNDER SECTION 402 OF THE BUSINESS CORPORATION LAW 


oo“). 2 @ 


—~ 


THE UNDERSIGNED, being of the age of twenty-one years 
or over, for the purpose of forming a corporation pursuant to 
Section 4o2 of the Business Corporation Law of New York, does~ 
hereby. certify: _ : 


we 


FIRST: The name of the corporation is . 
PRUDENTIAL LAND COMPANY, INC. 


SECOND: The purposes for which it .ls formed are: , 


To-engage generally in the real estate business, 
as principal, agent, broker, or in any other lawful capacity . 
and generally. to take, lease, purchase or otherwise acquire, 
and to own, use, hold, sell, convey, exchange, lease, mortgage, 
“‘work, clear, improve, develop, divide, and* otherwise handle, © 
manage, operate, deal in and dispose of real estate,’ real 
property, lands, houses,’ buildings or other works and any 
interest or right therein; and take, lease, purchase or other- 
wise acquire, and to own, use, hold, sell, convey, exchange, 
hire, lease, pledge, mortgage, and otherwise handle, and deal 
in and dispose of such personal property, chattels, chattels — . 
real, rights, easements, privileges, choses in action, notes, 
bonds, mortgages, and securities as may lawfully be acquired, - 
held, or disposed of. 


e 
To acquire, by purchase or otherwise, hold, own, develop, - 
i=prove, lease, sell, mortgage, convey, exchangé, trade in, 
rent and/or dispose of real property; improved agd unimproved, 
or any estate, interest or right therein. 
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, fo erect, construct, maintain, improve, rebuild, 
enlarge, alter, manage, and control, directly or through 
ownership of stock in any corporation, any and all kinds 
of buildings, houses, stores, offices, shops, warehouses, 
factories, mills, machinery, and plants, and any and all 
ovher structures and erections which may, in the judgment 
of the Board of Directors, at any time be necessary, use- 
ful, or advantegeous, for the Purposes of the Corporation, 
and which can lawfully be done, “\ . 


To make, enter into, perform and carry out contracts 
o> constructing, building, altering, improving, repair- 
ins, decorating, maintaining, purchasing and fitting up 
duildings, plants, tenements, and structures of every 
description, and to advance money to and enter into agree- 
ments of all kinds with builders, contractors, property 
Owners, and others, for said purposes, 


To apply for, register, obtain, purchase, lease, 
vaze licenses in respect of or otherwise acquire, and 
<o hold, own, use, operate, develop, enjoy, turn to 
account, grant licenses and imminities in respect of, 
mamifacture under and to introduce, sell, assign, mort- 
ze2ge, pledge or otherwise dispose of, and in any manner 
deal with and contract with reference EO? 

(2) inventions, devices, formulae, processes 

and any improvements and modifications 
thereof; 


(>) letters patent, patent rights, patented pro- 
cesses, copyrights, designs, and similar rights, 
tracemarks, trade symbols-and other indications 
of origin and ownership granted by or \recognized 
under the laws of the United States of America 
or of any state or subdivision thereof, or of 
any foreign country or subdivision thereof, and 
all rights connected therewith or appertaining 
thereunto; and - 


(c) franchises, licenses, grants and concessions. 
oh 

To produce, acquire, use, develop, work) prepare, 
creat, handle, dispose of, transport, hold, warehouse, 
Store, sell, consign, distribute and generally deal in 
and with all sorts of manufactured goods, chemicals, 
and natural, artificial or Synthetic substances and 
any products made therefrom and by-products, components, 
elements, raw materials, ingredients, derivatives, machin- 
ery, equipzent, or facilities related thereto or useful 
in connection therewith. 


To purchase, take, lease as lessee or otherwise 
acquire, to own, use, improve and maintain, and to sell, 
convey, mortgage, pledge, lease as lessor: and otherwise 
dispose of oil, gas and mineral lands, lands and real 
estate of all kinds, and the oil gas and mineral rights 
and interests in lands; to produc therefrom oll, gas, 
minerals, elements, deposits and substances of all kinds 
{ncluding solids, liquids and gases and to develop and 
exploit said lands, rignts and interests; to develop 
such lands, rights and interests by, and to enter into 
and execute contracts for the drilling of wells and the 
installation of plants, machinery and equipment, and 
tc dispose of the products therefrom either as 4 raw 
product or otherwise; to refine and reduce said products, 
to prepare said products for market and to manufacture 
from said products any and all marketable commodities. 


Td search, prospect and explore for petroleum and 
other oils, gas and any other useful or valuable sub- 
stances or products; to drill for, remove, produce, 
acquire by purchase or otherwise, own, use, store, trans- 
port, refine, distill, manufacture, process, prepare for 
market, sell and otherwise dispose of petroleum and other 
oLls, bitumens, bituminous substances of all kinds, vege- 
table substances’, minerals and gases and all products, 
by-products and residual products thereof or therefrom; 
to drill, purchase, take, lease as lessee and otherwise 
acquire, to own, use, maintain, develop, improve and 
operate, and to sell, convey, mortgage, pledge, lease 
as lessor and otherwise dispose of oil, gas and other 
wells and any articies, materials, machinery, equipment, 
structures or property used therefor or in connection 
therewith; and to engage in any trades; businesses and 
occupations necessary or convenient in connection with 
any business of the corporation or incidental, related 
or contributory thereto. 


To build, purchase, take, lease as lessee or other~ 
wise acquire, to om, use, maintain, 2mprove and operate, 
and to sell, convey, mortgage, piedee, lease as lessor 
and otherwise dispose of or encumber, wells, refineries, 
stations, tanks, tank cars, pipe lines, gas mains, con- 
duits, equipment, facilities’ and properties of all kinds 
for manufacturing, treating, processing, preparing, con- 
centrating, distilling, purifying, "generating, producing, 
using, storing, handling, transporting, distributing, and 
in any manner deating in anc with, petroleum and other 


oils, gas amd other volatile substances, vegetable sub- 
stances, minerals, asphalt, bitumen and bituminous sub- 
Stances and other similar products or every kind and 
character for any and all purposes whatsoever, 

To manufacture, process, purchase or otherwise 
acquire, invest in, own, mortgage, pledge, sell, assign 
and transfer or otherwise dispose of, trade, deal fn and 
deal with goods, wares and merchandise and personal pro- 
perty of every kind, nature, class and description, and 
to engage and participate in any mercantile, industrial, 
seneral contracting or trading business of any Kind or 
character whatsoever. ‘ 


To make, enter into, perform and carry out contracts 
oS every kind and description with any person, . firm, as- 
sociation, corporation or government or subdivision thereof. 


To acquire by purchase, exchange or otherwise, all, 
or any part of, or any interest in, the properties, assets, 
Susiness and good will of any one or more persons, firms, 
associations or corporations heretofore or hereafter en- 
zaged in any business for which a corporation may now or 
hereafter be organized under the laws of the State of 
New Yor; to pay for the same in casn, property or its 
own or other securities; to hold, operate, reorganize, 
liquidate, sell or in any manner dispose of the whole 
or any part thereof; and in connection therewith, to 
assume or guarantee performance of any liabilities, ob- 
ligations or contracts of such persons, firms, associ- 
ations or corporations, and to conduct the whole or any 
part of any business thus acquired. on 


To lend its uninvested funds from time to time to 
such extent, to such persons, firms, associations, cor- 
porations, governments or subdivisions thereof, and on 
such terms and on such security, if any, as the Board 
of Directors of the Corporation may determine. 

a 


7 To have and exercise all the powers conferred by 
the lawsaof the State of New York upon corporations 
formed under the act hereinbefore referred to, and to 
do any cr all things hereinbefore set forth to the same 
extent as natural persons mizht or could do. 


& 


The foregoing clauses shall be construed both as 


objects and powers, and it is hereby expressly provided that 


sina’ 


a 


ing enumeration or wers shall not be held 


or restrict in any mann he powers of this Corpora- 


located in the City 


of New York. 


FOURTH: : ate numder of shares which 


Corporation shall have authority to issue is Twenty Thousand 


(20,000) of the par value of One Dollar ($1.00) each. 


FIFTH: ry of State is designated as 
agent of the Corporation upon whom process against the 


Corporation may be served. he pose office address to which 


“ 
the Secretary of State shall mail a copy,of any process against 
~ ' 


. 


Corporation served upon him is: 


c/o The Corporation Trust Company 
277 Park Avenue 
New York, New York 10017 


s 
SIXTH: The name and address of the registered 
> 


agent of the Corporation upon whom process against 4t may 
be served are: 
The Corporation Trust Company 


277 Park Avemue 
New York, New York 10017 


I have made, signed and 
tificate this llth day of July, 1966 


3-2tements contained theein as true under 


penalties of 


’ 


One Rockefeller Plaza 
New York, New York 10020 


came NATHAN M, me known, and known t 


person described in and who executed the foregoing certificate, 


and he duly acknowledged to me that he hsd execute 


PATRICIA R. MOREY 


Notary Pubic, State of ¥ 
NO. 418011988 te 
Quarfied in Now York Corurres 
Wig PRA Exdires Merch 30, 1 Sap 
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Incorporation 
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STATS. OF. tS Zod pa CRA 


COUNTY CF NEW yoRK 


SRD that on this 29th day of 
personally came before m2 a Notary Publ ic for the State or” 
New York, Michael F. Sass ; Richard R. Fuakhouser, 
Frederi t " Glass n M. Shippee ' Charles J. Kusnell, Je. 
a a . 2 

Rébert ; Khees Jemes C, Butt ,Philip H. McLaughlin | 
Thomas L. Wilkerson J. Ira Herris Newton N, Minow 
Carleton E. Hanmond 9 being 

ng corporation, known to 

- ly acknowled id amended c 


deed of the signers respectively, 


— ¥ 


Stated are truly set forth, — 


GIVSN under my nand and seal of office 


- atoresaid, 


. r: Pe (ot 
os Novary ruolic 
"PAT RICTA R: MOREL 
NOTARY PUBLIC F ne PATRICIA 2. 
_ STATE, OF NEW YORK : : Notary Pudtic, ‘Pas 
1 York County | 
he ies chaos 3), 2863 


oe (Se2%) 


. < 
SS” 


oe ee v g 
tyoal, ee S 


C 
G 


3u Cestimuny BES Piherenf, Fhuvehercuntoset my, uhand ~ 


a 


sehiles Ly ficial seal, AS Sorex Lhes fifth day - 
ene ee ? 
WA August on the your of cur Give 


CV Chowsa ad rn tile hewn cdredla rect. ee 


LAW OFFICES 


BURTON M. ABRAMS 


630 FIFTH AVENUE, NEW YORZK.N.Y. 10020 
wean M ABRAMS 
- 5 VM SeetoLoweA? 


Ame tO 


o- 


October 16. 1968 


Prudential 


On behalf of Prudenti 
Gelivering to you herewith for 
ties Act of 1233, as amended, th 
in respect of the registration 

m stock, par 
Funds, ine. := 


iL. One 
of the Registration 
S-1l, including Exhibi 


Five copies of th 
and five copies of 


a 


Sheet pursuant to Rule ne 


Certified check in 
$500.00 in payment 
fee. 


delivering six ext 
and six extra 
In eyes three eeait 
€ enclosed for the convenie: 


Paya 


SS i eS 
-~U9 HOSEN Car 
“8Snhinsg ton 


OF: 


PROSPECTUS 
350,000 Shares 


Prudential Funds, Inc. 


er Common Stock 
($.10 Par Value) 


Prior to this ofering, there has been no market for the Common Stock of the Company. 
Accordingly, the public offering price of the shares offered hereby was determined by negotia- 
tions between the Company and the Managing Underwriter. 


THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE 
SECURITIES AND EXCHANGE COMMISSION NOR HAS THE COMMISSION 
PASSED UPON THE ACCURACY OR ADEQUACY OF THIS PROSPECTUS. 
ANY REPRESENTATION TO THE CONTRARY” IS A CRIMINAL OFFENSE. 


Price to 


Underwriting Discounts| Proceeds to 
Public 


and Commissions (1) | Cornpany (2) 


ae" bes 
| 
( 
$11.00 | $.90 $10.10 


$3,850,000 | $315,000 


(1) In the Underwriting Agreement, the Company has agreed to indemnify the several Underwriters against 
certain civil Uabilities, including liabilities under the Securities Act of 1933, as amended. 


(2) Beiore deducting expenses of the offering estimated at $125,000. 


The Underwriters may offer, at the initial public offering price, not in excess of 35,000 
shares being o=ered by this Prospectus to certain employees, including officers of the Com- 
pany, and business associates of the Company. 7 ie number of shares available to the general 

ublic will be reduced to the extent that such persons purchase such reserved shares. 


The Common Stock is offered by the several Underwriters named herein when, as and 
if issued, delivered and accepted by the Underwriters, subject to the approval of their 
counsel as to certain legal matters, to prior sale and to certain other conditions. It is expec- 
ted that delivery of certificates for such shares, in definitive form, will be made on or about 
December 23, 1968 in Chicago, Illinois. 


Soacon, Whiapnle & Co. 


The date of this Prospectus is December 13, 1968. 


No dealer, salesman or any other person has been authorized to give any information or to make any 
represeatations other than those contained in this Prospectus in connection with the offer contaiaed in 
this Prospectus and, if given or made, such information or representations must not be relied upon as hay- 
ing been authorized by Prudential Funds, Inc. or by any of the Underwniters. Neither the delivery of 
this Prospectus nor any sale made herennder shall, under any circumstances, create any implication that 
there has been no change in the affairs of Prudential Funds, Inc. since the date hereof. This Prospectus 
does not constitute an offer or solicitatics :y anyone in any state in which such offer or solicitation is not 
authorized or in which the person makis:g such offer or solicitation is not qualified to do so or to any 
person to whom it is unlewful to make such offer or solicitation. 
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IN CONNECTION WITH THIS OFFERING, THE UNDERWRITERS M/ Y OVER-ALLOT 
OR EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICE OF 
THE COMMON STOCK OF THE COMPANY AT LEVELS ABOVE THOSE WHICH MIGHT 
OTHERWISE PREVAIL IN THE OPEN MARKET. SUCH STABILIZING, IF COMMENCED, 
MAY BE DISCONTINUED AT ANY TIME. 


THE COMPANY 


Prudential Funds, Inc. (the ‘Corpany”) was incorporated in Delaware on December 21, 1965, 
under the name of Prudential Dnilling Funds, Inc., and effective July 1, 1966, it took over the oil and 
gas management business of Prudential Oil Corporation, which was originally organized in Connecticut 
in 1959 and recrganized under the same management as a Delaware corporation on March 1, 196°. 
Prudential Oil Corporation subsequently effected a change in its name to Prudential Equities Corp., 
and is deemed the “parent” cf Prudential Funds, Inc., by reason of its ownership of all of the shares of 


Common Stock of Prudential Funds, Inc. issued and outstanding at the date of this Prospectus. See 
“Principal Holders” herein. 


The Company maintains its principal office at 90 Broad Street, New York City, New York, and 
bas recently opened branch offices in Dallas, Texas and Denver, Colorado. 


Since 1960, the Company and its predecessor have publicly offered Unit participations in and 
administered oil and gas exploration and development programs, known as the Prudential Drilling 
Fund Programs (the “Programs”), which provide facilities for co-ownership and participation by 
individuals in high income tax brackr:s (the “participants”) in a number of oil and gas drilling ventures 
and for the administration, supervision and accounting for expenditures and income of such participants. 
The Company, in administering the Prozrams, acts as Agent for the participants in the acquisition, testing, 
development and operation of oi! and gas leases and leasehold interests and administers, supervises and 
accounts to participants in the Programs for their investments, leasehold interests and income. Ses” 
“Business and Property” herein. Since 1967, the Company has also acted as Agent for the manage- 
ment and administration of separate Private Drilling Ventures on behalf of a limited number of par- 
ticipants (ranging from one to seven persons) which are operated under terms and conditions 
comparable to the Programs. See “Private Drilliag Ventures” herein. 

The Company has two wholly owned subsidiaries, Connecticut Exploration Corporation, a Con- 
necticut corporation, which holds title to certain Canadian leasehold interests and properties as nominee 
for participants in the Programs and Prufin Corporation, a Delaware corporation, which is engaged in 
financing, on a selective basis, of Unit participations in the Programs. See “Prufin Corporation” herein. 


The Company owns interests in cil and gas properties, which have been acquired from time to time 
through the purchase of Unit participations in certain of the Programs for its own account and by pur- 
chase from others. In addition, the Company has received overriding royalty interests in the properties 
acquired for the Programs as compensation for its administration and management of the Programs. 
See “Oil and Gas Interests” herein for info» nation concerning these interests. 


At the present time, 100% of the Common Stock of the Company is owned by Prudential Equities 
Corp., and after the sale of the shares offered hereby Prudential Equities Corp. will own 80% of 
such Common Stock. The book value of the shares of Common Stock owned by Prudential Equities 
Corp. as of September 30, 1968 was approximately 43¢ per share, based upon 1,400,000 shares of 
Common Stock of the Company outstanding after giving effect to the recapitalizations referred to under 
“Capitalization” herein. Upon the salz of the 350,000 shares of Common Stock offered hereby, each 
share of Common Stock will have « book value of approximately $2.30 per share, the increase 
of approximately $1.87 per share in the hanas of the existing stockholder resulting from the immediate 
dilution of 38.70 per share from the pubiic offering price. 
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CAPITALIZATION 


The foilowing table sets forth the capital structure of the Company and its subsidiaries as of Novem- 
ber 30, 1968. and has been adjusted to give effect to the recapitalizations referred to in Note (4) below 
and the offering and sale of 350,000 shares of the Common Stock of the Company offered hereby, as well 
as the application of a part of the net proceeds of the offering to retirement of indebtedaess: 


To Be 
Description Authorized Outstanding Outstanding 


Short Term Debt to Banks(1) 00000. — $1,184,977 


6% Demand Note to Prdential Equities Corp.(2) S$ 85,958 $ 64,670 


Long Term Debt: 


7% Promissory Note due December, 1970 to 
The Fort Worth National Bank (including 
current portion) (3) $230,430 S$ 126,986 — 


Common Stock, $.10 par value(4) 5,000,000 shs. 1,400,000 shs. 1,750,000 shs. 


(1) The interest rates on this indebtedness range from 7% to 834% per annum. See Note 5 of the Notes to 
Financial Statements. Under arrangements with banks heretofore and currently in effect, the Company has renewed a 
substantial portion of its short-term indebtedness periodically. To the extent renewed, such indebtedness might be 
deemed to be in the nature of long-term indebtedness. 


The Company intends to continue to use bank sources for long-term finaacing and is presently negotiating to borrow 
approximately $1,000,000, prior to the end of the present calendar year, the proceeds of which will be principally advanced 
to its subsidiary, Prufin Corporation, for the purpose of financing Unit participations and development costs in the 1967 
and 1968 Drilling Programs, which amount is not proposed to be repaid from the proceeds of this offering. See “Prufin 
Corporation” herein. 


(2) See Note 1 of the Notes to Financial Statements for additional information. 
(3) See Notes 3 and $ of the Notes to Financial Statements for additional information. 


(4) On September 3, 1968, the Company effected an amendment to its Certificate of Incorporation changing the 
number of authorized shares cf Common Stock from 10,000 shares, without par value, to 5,000,000 shares, $.10 
par value. In connection therewith, the 10,000 shares of Common Stock, without par value, of the Company then 
outstanding became 1,000,000 shares of Common Stock, $.10 par value, which shares were further reclassified on 
November 6, 1968 to an aggregate of 1,400,000 outstanding shares of Common Stock, $.10 par value. 


(S$) See “Leases” herein for information concerning the extent of the Company’s obligations under leases on 
real property. 


USE OF PROCEEDS 


The net proceeds to be received by the Company from the sale cf the 350,000 shares of Common 
Stock offered 


hereby are estimated at $3,410,000 after payment of expenses. Approximately 

$1,325,000 of the net proceeds will be used to repay indebtedness, of which approximately $1,055,000 
represents bank indebtedness incurred by the Company for the purpose of making advances to Prufin 
Corporation, now a subsidiary of the Company (to enable that corporation to finance others in connec- 
tion with the purchase of Unit participations in the various Programs), and approximately $270,000 
represents short term indebtedness to banks incurred in connection with the purchase by the Company 
of certain oil and gas properties. (See “Recent Developments” herein). In addition, approximately 
$1.060.0C0 due to the Programs, of which approximately $769,000 is payable by Prufin Corporation 
(which sum will be advanced by the Company to Prufin Corporation) in connection with its financing of 
development of participants’ oil and gas property interests in the 1966 and 1967 Drilling Programs 
and the balance of approximately $300,000 is payable by the Company for its own purchases of Unit 
icipations and development of the Company's oil and gas property interests, will also be paid from 

TO the table under “Capitalization” herein for a 


will be used to rep 
nce of the original c 


Annual Drilling Program. 
levelopment of the Company’s oil a 
ticipations in Programs adrvinistered and managed by the 


It should be noted that the Company may from time to time borrow additiona 
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bs] 
activities, including the activities of Prufn Corporation. 


PRUDENTIAL FUNDS, INC. A 3 9 6 


STATEMENT OF INCOME (LOSS) 
following statement of income (loss) as it relates to the three years ended June 30, 1966 has 
ined by Allen, Cassidy & Co., independent certified public accountants, whose Opinion thereon 
‘sewhere in this Prospectus. As related to the tvo years ended June 30, 1968. and the three 


Sad Seote 


Septemoer 30, 1968, it has been examined by Peat, Marwick, Mitchell & Co., independent 
public accountants, whose opinion thereon apnears elsewhere in this Prospectus. In the opinion 
, the unaudited statement for the three months ended September 30, 1967 includes all 
nsisting only of normal recurring accruals, necessary for a fair statement of the results 


for such period. This statement should be read in conjunction with the financial statements 


Three Months 


Ended 
Year Ended June 30, September 30, 


1964 1965 1966 1967 1968 _—°©6~— a 
am ne (Unaudited) (note B) 
Commission income (note 4) $106,051 $144,530 $274,839 $637,513 $1,309,980 $182,050 $378,5§1 
Overriding royalty income ; 
(note 3) : ants: 22,195 28,023 45,616 152,085 317,423 59,912 91,042 
Income from Drilling Fund 
Units, net of operating ex- : 
penses .......... ent Tae $,702 16,075 
Income from oil and gas 
properties 


Gross INco see: 


15,184 


— = 37,538 


hs 
Toial gross income yy. 173,337 333) 


———____.. 


85 835,054 1.746.010 “$51,159 


Interest income ...... ae 7,678 29,381 80.127 G34 22.244 
8 


Costs AND EXPENSES: 
Broxers’ commissions (note 4) 0 21,170 151,196 285,143 $36,442 
General and administrative 

expenses (net of retmburse- 
ment Sy Drilling Funds) 130,558 210,443 378.890 
Lease operating expenses 
Interest expense euler 
Depreciation and amortiza- 
tion te Ue ae eee, SENS 1,174 ° 21,082 61,099 
Taxes, other than Federal in- 
CONS CAR OR es nh ssccsactvene 2,535 17,588 40,127 
Provision for Federal income 
taxes (note D) ieator 5,000 113,000 
Deferred Federal income taxes 
(notes 3 and $) 84,000 (26,600) 
Total costs and ex- oc <a 
penses - 131,572 168,920 287,950 $36,699 1,172.510 197,460 


Net income (loss) $ (3,326) $ 45.935 


16,120 


85374 


ae a7 


aa — _ 9,068 
2,487 13,443 68,952 38,892 


60,000 


367,399 
$ 65,310 $183,740 


r share amoucsts (rote E) (.002) OC .033 , 410 047 


Notts: a 


notes refer to the notes to financial statements. 
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PRUDENTLAL FUNDS, INC. 


(B) In the statement of income (loss’, the three years enced June 30, 1966 pertain to the Compaay’s predecessor, 
Prudential Oil Corporation, which was organized in 1959 and acted as agent for participanss in Drilling Funds. ‘Ia 


July 1, 1966, the Company (organized in December 1965) issued all of its capital stock in exchange for the assets, 
liabiliues and oil and gas management business of Prudential O Corporation. 


On August 31, 1968, the Company acquired Prufin Corporation (see note (1) of the notes to financial tatements). 
The acquisition was treated as a purchase for accounting purposes, and accordingly, the statement of income (loss) for 
the three months ended September 30, 19€8 includes the accounts of Prufin Corporation for the moma of September 
1968. Prufia Corporation’s business consists of making loans to participanis in the Drilling Fuads. Substantially ail 
of the monies for such loans are borrowed from the Company. Because of the nature of its business, Prufin operates 
substantially on a breakeven basis, its major source of revenue being interest income and its major expense being interest 
expense. (For information relative to the borrowings by the Company, se# note (5) of the notes to financial statements.) 


(C) As explained in note (3) of the notes to Snancial statements, the Company follows the tatal cost method of 
accounting for its investment in Drilling Fund Units. In 1965 and 1966, Prudential Oil Corporation acquired units 
in Prudential Drilling Funds; however, a portion of the cost of these Units was amortized during these years. In 
1967 the Company commenced amortizing the cumulative cost of its investment in Units. The amount of amortization 
applicable to prior years is not material; consequently, nc retroactive adjustment has been made to the accounts 
of the prior years. 


Under the total cost method of accounting, the time at which certain costs are deduc » for book aad tax purposes 
difers. Ia 1967 the Company followed the practice of providing for deferred Federal income taxes on all such timing 
diferences, iacluding intangible development costs. However, as permitted by a recent opinion of the Accounting 

ic Accountants, the Company, in 1968, retroactively changed 


whick increase is reflected in the statement of income (loss) for 1967. 


June 20, 1968 was to reduce the accrual for deferred Federal income taxes by approximately $158,000 with a corre- 
ing increase in net income. : 


(D) For Federal income tax purposes, the Company files a consolidated tax return together with its parent company 
and other affiliates and its liability for income taxes, computed on a separate re.urn basis, is paid to the parent company. 
Prior to 1958, the Company filed separate FeJeral income tax returns. No income tax provisions were required in 
1964, 1965 and 1966 due to losses or deductions for tax purposes in excess of deductions for book purposes. The 
investment tax credit utilized to reduce Federal income taxes was not material in any of the years incluced in the 
statement of income (loss). 


(E) Based on 1,400,000 shares outstanding at the end of each eriod after giving effect 


the recapitalizations 
referred to in note (11) of the notes to financial statements. 


a ? 


Reference is made to “Supplemencal Information To Statement Of Income (Loss)” on the foilowing 
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SUPPLEMENTAL INFORMATION TO STATEMENT OF INCOME (LOSS) 


It is anticipated that a Registration Statement will be filed in the near future with the Securities and 
Exchange Commission pursuant to which shares of common stock of a new corporation organized by 
the Company's parent, Prudential Equities Corp., will be offered in exchange for the property interests 
owned by the Company in certain of the Programs. Certain of the management of the new corporation 
will be affliated with the management of the Company. If the exchange offer is made, of which there is 
no assurance, a substantial part of the property interests of the Company which arz presently producing 
income, representing its overriding royalty and working interests in certain Programs. will be exchanged 
or shares of common stock of the new corporation upon which no dividends or other return can ve 
expected in the foreseeable future. The results of operations as reflected in the financial statements 
included in this Prospectus, and specifically the overriding royalty income and iucome from Drilling Fund 
Units. as shown thereon, should not be considered indicative of the results of the Operations of the Com- 
pany if such exchange is made, inasmuch as the Company anticipates the transfer of property interests 
which in the year ended June 30, i968 contributed approximately $235,000 to gross income and approxi- 
mately $133.000 to net income of the Company aad which in the three months ended September 30, 1963 


contributed approximately $43,000 to gross income and approximately $27,000 to net income of the 
Company. 


For accounting purposes, the Company realizes commission income on the basis of monies expended 
om behalf of participants. See Note 4 of the Notes to Financial Statements. The increase in gros 
income for the three month period ended September 30, 1968, as compared with such income for the thre 


e 
month period ended September 30, 1967, is attributable principally to an increase of drilling act 


activities dur- 
ing the later period. The drilling activities are irregular and, accordingly, such increase during the period 


indicated should not be deemed to represent a proportionate increase on an annualized basis. 


BUSINESS AND PROPERTY 
Public Programs 


Since 1960, the Company and its predecessor have organized and managed seventeen public Pro- 
grams (including the 1968 Year End Program, in the aggregate amount of $10,000,000, for which 
subscriptions are presently being processed) wherein means are provided for participants to spread their 
risk by participation and co-ownership in a number of oil and gas driiling ventures. In connection there- 
with, the Company has acted as Agent for the participants in the acquisition, testing, development and 


operation of the oil and gas lease or leasehold interests acquired for the participants by the Programs. 


Tne Company in administering the various Programs attempts to spread the risks involved in oil and 
gas exploration and development by offering a reasonabiy large number of drilling prospects located 
hrough widespread geographical areas. The Company does not maintain its own staf of geologists, land 
men, engineers, etc., but rather uses the facilities of a number of independent oil operators in several 
states and in Canada to perform the required professional services, usually on a “turnkey” basis. The 
Company does retain a petroleum engineer at each of its regional offices and a landman at each of 
iis offices to perform administrative and budgetary services. Under its arrangements with operators, the 
Company purchases on behalf of the participants a portion of the working interest in a lease for a fixed 
fee and the agreement of the operator to drili an exploratory well on such lease. None of the afore- 
mentioned operators are drilling contractors, and contracts for driiling are negotiated by the operators 
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The Company does not have any contracts with aay operators which require 
4 continuing relationship and, thus, may change operators and geographical drilling loca- 
ppears economically desirable. 


Customarily, the Programs have been conducted in each year under contractual arrangements pur- 


suant to which the Company has publicly offered participations in an Annual Drilling Program at a price 
\d 


of $10,000 per Unit, and participations in a Year End Drilling Program at a price of $5,000 per Uni 
Such prices constitute advances and payments to the Programs which are used to pay the participant's 
proportionate share of the costs incurrea in the acquisition, testing by way of the drilling of a first 
exploratory well, completion costs or the costs of abandonment of any drilling venture. Such costs 
include leasehoid costs, delay rentals, geophysical and other scientific services, drilling, testing, com- 
pleting, plugging aad abandoning dry holes, dry hole and bottem hole contributions, as well us the pay- 
ment of the expenses in connection with tee public offering and administering of Unit participations, 
recistration and blue sky expenses, auditing, legal, custodian and other overhead costs, but excluding any 
commissions to dealers paid in connection with the sale of Unit participatioas. Operating costs of pro- . 
ducing properties are charged pro rata to pa icipants and are generally deducted from the proceeds of 
the sale of production. In addition, participants in the Programs have generally been obligated to pay 
for their pro rata share of completion costs at the end of the exploratory drilling period in respect of. any 
particular Program, in an amount not to exceed 10% of the principal amount of each Unit. The com- 
pletion costs includs the costs of necessary additional equipment, such as storage facilities, pipes, 
separators, etc., requiring expenditures in excess of funds invested by participants. 


Custodian honks are designated by the Company to receive and | vd for the accounts of participants 
all funds receive 1 pursuant to the Programs, including the proceeds from the sale of oil and gas production 
or from the sale of leases and the like, and to disburse funds for Program expenditures and dist ‘butions. 


The present agreement with participants provides that each participant has the right to decline 
ici in ary drilling venture by written notice to the Company and, in that event, he is not liable 
vanes paymests and not charged for any cost thereof. Such right of election with respect to 

individual drilling ventures will not be provided for in future programs. Participants are also charged 

billed separately for the costs of any further development of any property included in a drilling 

ture, which may be by way of additional (development) wells or the acquisition of additional interests 

cated to a drilling venture. Each participant may also elect not to participate in 

evelopment of the property in any venture, and unless he agrees to pay his pro rata share of the 

ated costs thereof, he authorizes the transfer to the Company, without cost, of all of his interest 

n the property included in the proposed development, except for that number of acres necessary to 

form to the spacing pattern then in effect for his interest in producing wells thereon. Prior to the 

63 Year End Drilling Program, such transfer was to all other participants who so participated in the 
velopment on a pro rata basis. . : 


est 


ach participant owns an undivided interest in each oil and gas leasehold interest acquired by the 
Company for the venture in which he participates, in the ratio of tne funds of the participant spent for 


easehold interest to the total amount spent therefor by all participants. In connection with the 
inistration, supervision and acco snting to the participants for their investment, leasehold interests and 
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income, the Company is empowered to hold, as nominee for each participant, title to all such 'easehold 
interests and other properties acquired for such participants, and the Company's subsidiary, Connecticut 
Exploration Corporation, is empowered to hold title to Canadian interests and other properties as nom- 
inee. Ordinarily no separate examination of the title to the oil and gas interests acquired by the Programs 
is made by the Company and reliance is placed upon examination made by and on behalf of the operators 
from whom assignments are received with covenants of special warranty. Title to the properties is 
generally held of record ‘1 the name of the Company as nominee for the participants but in certain 
instances record title continues ‘o be held in the name of certain of the Company’s predecessors. 


Each Program offered to participants is registered with the Securities and E> -hange Commission 
under the provisions of the Securities Act of 1933, as amended, and is qualified for offering under 
the securities laws of the various States in which the offering is made. In certain instances, the Company 
is required to register as an issuer or broker-dealer as part of such State qualification. The costs of such 
registration acd qualincation are charged to each Program which is commenced. In the event any 
proposed Program which is hereafter proposed, is not commenced because the amount =f subscriptions 
received trom participants is deemed inadequate by the Company, such costs and expenses will have to 
be borne and paid for by the Company. The pro rata costs paid by participants in connection with 
the development of properties in each Program, after completion of initial or exploratory wells (whether 
by way of drilling additional wells or the acquisition of additional interests in the prcperties dedicated to 
a drilling venture), are not separately registezed or qualified under the varicus securities laws and, in 
the opinion of counsel for the Company, such registration and qualification is not required. During the 
years 1966 and 1967 and in 1968 (through September 30), participants paid aggregate costs for develop- 
ment of properties amounting to $931,312, $2,482,200 and $5,414,400, respectively. 


The activity of the Company in conducting the various Programs involves, in part, the offering and 
sale of “securities” as that ‘crm is defined under various applicable securities laws, and accordingly the 
Company may be deemed to be engaged in a phase of the securities business. Failure by the Company 
to comply with the. requirements of the various applicatis Federal and State securities laws, and the 
rules and regulations issued thereunder, may subject the Company to material liabilities, including 
penalties. 


As compensation for the management and administration of the Programs, the Company is entitled to 
receive 6% of monies (exclusive of lease operating expenses} payable by participants pursuant to their 
contractual agreements with the Company, and is also entitled to receive at the pipeline out of each 
participant’s undivided interest in every oil and gas leasehold an overriding royalty interest which shall 
bear the same relationship to 3/32nds of all oil, gas and casinghead gas produced and saved from the 
'sasehold as such participant’s working interest bears to the total working interest therein. Also, the 
“ompany is reimbursed by the Programs for an allocable portion of the general, administrative and 
overhead expenses incurred by the Company in connection with. the management thereof. 


The Company pays to the members of the National Association of Securities Dealers, Inc. who 
effect sales of Unit participations in the Programs a commission of 5% ot the principal amounts of any 
such Unit participations sold. In addition, members who effect such sales in excess of specified amounts 


in respect of a particular program may elect to receive, in lieu of such 5% commission, compensation 


i0 


in an amount equal to a percentage of one-half of the Company’s 3/32nds overriding royalty interest, 
which compensation is to reflect tie proportion that the number of Unit participations soid by the 
Member hears to the total number of Unit participations which are sold in such Program. 


The Company’s and its predecessor’s gross compensation through September 30, 1968 for managing 
the Programs is shown in the following tabulations. 


Company’s and Predecessor’s Gross 
Compensation( 1) 


Mesa 
Programs Petroleum 
Aggregate Co. Common 
Program Amount Cash{1) Stock(2) 


$ 321,840 $ 28,766 510 Shares 

ee ee re 467,250 39,743 159 Shares 
SKS My Geto) oS Se (a meee em oe 90,000 4,324 

TOG) ONCHUAL nc acecatireseeneaten ‘ 1,034,745 93,192 Shares 

POG2 Medes iG oiisccuccreseceeseprciexeees : 372,300 23,045 Shares 
1963 Annual 1,963,000 164,753 
1963 Year End 410,550 44,605 
YOGS Arnel) aioe sine. sonnnccueclllereewee 1,380,400 116,967 
joo gaits Gift (Ed 3) 019 De espe eee We ee Ogee : 468,000 44,903 
TSG SHPO Fo ctseiscositonncndaen eooietncuery 2,548,584 201,871 
1965 Year End 1,522,110 154,048 
HCV MY Gotoh UE | Desa tne eeeneny nee eee eae center 6,657,000 483,153 
1966 Year End 4,906,200 375,184 
1967 10,552,000 718,956 
1967 Year End ; 9,346,400 585,850 
1968 Annual 10,000,000 600,000 
1968 Year End... scsicinncsacca 2O)000,000 450,000 


(1) Represents gross commissions and income received from 3/32 overriding royalty interests, all of which has 
heretofore been received by the Company or its predecessor in casi and all of which has been reflected as income, 
except $724,212 attributable to unexpended Program mogies. 


(2) The shares of Mesa Petroleum Company of Amarillo, Texas, which are reflected in the foregoing figures 
were acquired by the predecessor of the Company in 1964, pursuant tc an offer made by Mesa Petroleum Company 
to exchange its shares of Common Stock on a tax-free basis for the overriding royalty interests received by the 
predecessor of the Company in respect of the 1960 Drilling Fund, 1960 B Drilling Fund and 1962 Annual and 
Year End Drilling Funds. Such shares are not owned by the Company but were distributed 2s a dividend to the 
shareholders of the predecessor company. 
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Under applicable tax law, participants in the Programs are entitled to treat as deductible expenses, 
rather than capital items, their proportionate share of expenditures which qualify as intangible develop- 
ment costs with respect to drilling ventures in which they participate. ~ Expenditures for tangible property 
such as equipment, tubing and tanks are generally capitalized, but the cost of the tangible property is 
depreciated over its useful life. Lease purchase costs are capital expenditures and are not deducted as 
expenses; however, if a lease is proved worthless by abandonment, the cost thereof may be deducted by 
participants as an ordinary loss rather than a capital loss. Participants also report their proportionate 
share of income attributable to drilling ventures in which they participate, and, in computing taxable 
‘income, are entitled to deduct percentage depletion or cost depletion, whichever is greater. To the 
extent the Company has purchased Units in the Programs for its own account, the aforementioned tax 
attributes are available to and will be availed of by the Company to offset its taxable income. 


Private Drilling Ventures 


In 1967, the Company entered into an agreement for the administration of a private drilling venture 
which operated under terms, conditions and operating procedures comparable to the Programs. 
Since that time the Company has entered into four additional agreements to manage private drilling 
ventures and may, from time to time, enter into additional agreements. The private drilling ventures may 
acquire from independent oil operators interests in the same properties as the Programs. However, no 


interests therein are to be acquired from operators on behalf of private drilling ventures (1) until the 


interests of the Programs in each property have been determined and (2) except upon terms and 
conditions which are not more favorable than those which were applicable to the Programs. 


The private drilling ventures are developed exclusively for individuals with substantial sums to 
invest. Accordingly, the ventures, which have ranged in amount from $500,000 to $1,509,000, are 
negotiated on an individual basis. Subscriptions to the above five private drilling ventures commencing 
prior to October 31, 1963 amounted to $1,200,690, $1,500,000, $500,000, $500,000 and $825,000, 
respectively. As compensation for the management and administration of the private drilling ventures, 
the Company is entitled to receive 6% of monies (exclusive of lease Operating expenses) payable by a 
participant pursuant to his contractual agreement with the Company, as well as an overriding royalty 
interest identical to that received in connection with the Programs. In respect of two of the private drill- 
ing ventures, the Company paid a fec of 3% of the principal amounts subscribed to members of the 
National Association of Securities Dealers, Inc. In connection with two other private drilling ventures, 
certain members of the National Association of Securities Dealers, Inc. will receive an amount equal to 


one-half of the Company’s overriding royalty interest with respect thereto. The Co 


mpany’s compensation 
eared through September 30, 1968 from private drilling ventures (based on actual expenditures) 


amounted to $131,663. Effective as of July 1, 1968, the Company purchased the interests in the oil 


and gas properties previously administered by it in connection with the first private drilling venture. 
See “Recent Developments” herein. 


A 


sroposes to continu2 as its principal business the conduct of its Programs 
participants under agreements generally similar to those presently In ¢ 


such changes as may be deemed advisable to comply with applicable laws and regulations cr 
F As indicated above, commencing with 


drilling 


its mext Program, participants will no longer have any right to 
ecline to participate in any venture during the initial exploration period. 


The Company dees not intend to engage in the acquisition, explor?tion, or operation ¢ 

properties for its own account, and generally intends to limit its activities in the oi! and gas field 

properties acquired for its own accoun- through the operation of its Programs and ventures. It should 
be recognized that amendments to the Federal tax laws or regulations reducing the depletion allowance 
or imposing limitations on deductions for drilling and intangib!e development costs would have 
a severe adverse effect upon the amount of funds which the Company could raise for its Programs and 
ventures and would adversely affect its future business. The ability of the Company to 
induce participants to invest in exploratory activities through the Programs and drilling ventures Is 
necessarily dependent upon the resuits being achieved in finding and producing oil and gas. The results 
ef past programs and drilling ventures should not be considered indicative of the results of operations of th 
Programs and ventures in any future period. Since the business of exploring for and producing oil an 
gas is highly speculative and involves risk of loss to the participants, there is, of course, no assurance 
hat the Company will be successful in the offering of Units to participants in future Programs and 


drilling ventures. See also information set forth under the caption “Competition and Regulation”, herein. 


continue to 
d 


Prufin Corporation 


On August 31, 1968, the Company acquired from its parent, Prudential Equities Corp., all of the 
issued and outstanding shares of Common Stock of Prufin Corporation, a Delaware corporation. See 
“Interest of Management and Others in Certain Transactions”. 


The business of Prufin Corporation (‘‘Prufin”) consists of making loans to participants from time 
to time and on a selective basis for the purpose of financing a portion of the purchase of Unit participa- 
tions in the various Programs administered by the Company, as well as a portion of exploration and 
development costs on the properties in which the participants have an interest by reason of their participa- 
tion in the various Programs. Substantially all of the monies for such loans are borrowed from the 
Company, which, in turn, borrows such sums at interest rates which now range from 7% to 812% 
per annum. Prufin’s loans have been made at the rate of 6% per annum in limited amounts primarily 
2s an accommodation to regular subscribers who participate in the various Programs. Interest rates 
are set by Prufin at the time of the making of such loans. The loans are evidenced by notes and are 
secured bv all Unit participations in the Programs owned by the participants, as well as an assignment 


of their net production income therefron. Due to.the nature of its business, the operations of Prufin are 
not intended to contribute to the earnings of the Company. 


Since the need for funds by a particular Program 


to the Program by Prufin, with respect to Unit participations which were financed 
have been made whereby such pay 


Prufin to the Programs (which aggreg 
December 31, 1968 from the net proc 


does not necessarily coincide with amounts due 
by it, arrangements 
merits to the Programs have been delayed. The amounts payable by 

cted $758,926 on September 30, 1968) will be paid in full prior to 
seds of this oftering. See “Use of Proceeds” erein. 
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Oil and Gas Yateresis 


The Company owns working interests in oil and gas properties in fourteen states and four provinces 
in Canaca on which a total of 498 productive oil and gas wells have been drilled through June 30, 1968. 
Such interests were acquired by the Company for its own account by direct purchase of Unit participa- 
tions in various Programs administered and managed by the Company and from participants in such 
Programs, as well as by the purchase in 1968 of the interests in oil and gas properties acquired pursuant 
to a private drilling venture previously administered and managed by the Company. The Company has 
also acquired overriding royalty interests in the properties acquired for the Programs as compensation 
for its administration and management of the Programs. 


The Company owns no drilling rigs and all drilling on properties in which the Company has an 
interest is done by individual operators on a competitive basis simiiar to the operation of the properties 
administered by the Company in connection with the Programs. 


he Company’s interest in oil and gas producing properties at June 30, ?9 $3 is summarized as follows: 


Number of Averzve Net Revenue Interest 

Producing Wells Company's Company’s Overriding 
(Gross) Working Interest Royalty faterest 

Ow Gas Oil Gas Oit Gas 


CANADA 


Alberta .072735 .016753 i .017730 
British Columbia............ — 003377 .024383 


Ontario — .009212 .072375 

Saskatchewan... 60sec: j .054958 005615 .019742 .036090 
USITED STATES 

Arkansas.... .008283 .023805 


California .027531 .026250 
EOIOLAGD occ c. cavececsuss shies 


—_ oo .013700 
Iinois...... .008046 .029792 — 
i, TOE 00235 016524 036709 
EOuISIARD ic. cocks. Re .017166 .025880 .014185 .016125 
Mississippi .008319 —_ .021093 — 
Montana ; .O000S1 .602790 .000489 .033479 
INGW WMEZICO:<. i sccse ccs nes .010437 .027513 .025536 .034523 
WO PO eas cece cyaska ieee ke .001832 .003830 .022040 .047660 
Oklahoma + eae 015°385 .036862 020995 .019001 
.020533 .019984 .024685 .021753 
West Virginia .007599 .003082 .038473 .038418 
WYOMMB Goose. 022534 .003569 .033883 049218 
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The following table sunimarizes. oa a cash basis, income from the working interests in the oil and 
gas properties owned by the Company and from its 3/32nds overriding royalty interests received as com- 
pensation for managing Programs, fcr the periods indicated. 


Company’s 
3/32nds 
Company's Overriding 
Working Royalty 
Calendar Year Interests(2) Interests(3) Total 
9G Foose venonsivnen srnibbbenes vadeceweomnsenvbnnensiehabaaes — $ 37,537 $ 37,537 | 
AE SCE enemy a 19,199 19,199 | 
1965 ......:. Fae ne he opie mean LER enc § (3,339 39,281 42.620 | 
Voss ae ote rete eee ernie eecron 9,975 70,634 80,609 
OB 7 ice ed da lances nonaeana dese reseueeeseticn aawateoes 26,397 213,688 240,085 
aca onde iennomneenharnes 29,076 140,522 169,598 | 
(1) Through June 30, 1968. 
(2) Represents pross working interest before deduction of operating expenses. 
(3) Net of production taxes. | 


A portion of the overriding royalty and the working interests of the Company have been assigned to 
banks in connection with certain lonns made to the Company. See Notes 3 and 5 of the Notes to 
Financial Statements. | 


The Company has purchased in the past and expects to continue to purchase for its own account 
Unit Participations in the Programs which it manages. In the Programs undertaken in the years 
1966 and 1967, participations amouating to $105,000 and $320,000, respectively, were purchased by 
the Company. The Company purchased Unit participations amounting to $240,000 in the 1968 Annual 
Drilling Program and $100,000 in the 1968 Year-End Drilling Program. The Company will purchase 
Unit participations in the 1969 Annual Drilling Program in the amount of $100,000 from the net 
proceeds of this offering. See “Use of Proceeds” herein. In addition. the Company has purchased, 
and may from time to time purchase, the interests of certaia participants in its Programs at negotiated 
purchase prices. 


a 
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Reserves 


A study of certain of the oil and gas reserves of the Company has been made by DeGolyer and 


MacNaughton, petroleum engineers, as of July 1, 1968. The following letter summarizes such reserve 
study: 
DEGOLYER AND MacNAUGHTON 
5625 DANIELS AVENUE 


DALLas, TEXAS 
Prudential runds, Inc. 
90 Broad Street 
New York, New York 


September 4, 1968 


Gentlemen: 


Pursuant to your request we have made an investigation, as of July 1, 1968, of the proved oil, 
condensate, natural gas liquids, and natural gas reserves of certain properties in which Prudential Funds, 
Inc., has interests. These reserves are located in Canada and the United States and pertain only to those 
interests of Prudential which were acquired prior to January 1, 1967 and which were developed as of 
July 1, 1968. 

Information used in the preparation of this report was obta.ied from records of Prudential Drilling 
Funds, from records of the several companies which operate the properties, from records on file with 
the various regulatory agencies and from our files. Al information furnished, including the character 
and ownership of the properties, was accepted as represented. It was not considered necessary to make 
a field examination of the properties for the purposes of this report. 


Only estiraates of proved developed reserves are included in this report. Proved reserves are 


cefined as those which have been proved to a high degree cf certainty for commercial production by 
completion or positive testing. 


jas reserves in this report were estimated only for those properties from which gas is sold, or, 
according to present plans, soon will be sold and for shut-in gas wells. Ali gas volumes reported here 
‘are expressed at 60 degrees Fahrenheit and at the legal pressure base that prevails in the state in which 
the reserves are located; specifically, in Colorado and New Mexico and British Columbia at 15.025 
pounds per square inch absolute, Buick Creek field in British Columbia at 14.73 pounds per square 
inch absolute, and in Alberta, Saskatchewan, Ontario, Oklahorna and Texas at 14.65 pounds per square 
inch absolute. 


Condensate reserves reported herein are those to be obtained by normal separator recovery. 


Natural gas liquids reserves are reported for those properties from which produced gas is being 
processed and are based on current yields and applicable allocation to the lease. 


We estimate, as of July 1, 1968, the total net nroved reserves of certain interests of Prudential 


Funds, Inc., to be 200,042 barrels of oil, 17,408 barrels of condensate, 19,134 barrels of natural gas 
liquids, and 6,424,969 thousand cubic feet of gas. 


Approximately 75 percent of the net proved oil reserves, 100 percent of the condensate and natural 
gas liquids reserves, and 49.4 percent of the net proved gas reserves are located in the United States. 


Submitted, 


DeGoLyeR AND MACNAUGHTON 
16 


Competition and Regulation 


The Company faces keen compet tion from numerous companies conducting oil and gas programs. 
In connection with the sale of interes:s in the Programs, the Company encounters strong competition 
from major oil companies and other iadependent operators in acquiring prospects, properties or leases 
for the Programs. There is also intense competition for Sunds for exploratory drilling due to the specula- 
tive nature of the business of exploring for and producing oil and gas and the limited amouat of funds 
available for such purposes. 


Inasmuch as the business of exploring for and producing oil and gas is so highly speculative, it 
involves risk of loss to all participants therein, including the Company. There is no assurance that the 
Company will achieve any financial success from its interests in oil and gas properties. See “Oil 
and Gas Interests” herein. Nor is there any assurance that the Company will continue to be able to 


obtain funds from participants in future Programs for investment in oil and gas properties. See “Future 
Programs” herein. 


The availability of a ready market for oil and gas, if any, discovered under the various Programs 
will depend on numerous factors beyond the control of the Company, including the production of other 
erude oil and natural gas, crude oil imports, the marketing of competitive fuels, the proximity and capavity 
of cil and gas pipelines, regulation of allowable production by governmental authority, and regulation by 
the Federal Power Commission of the transportation and marketing of natural gas transported or sold 
in interstate commerce in the United States. 


Various States of the United States have statutory provisions regulating the production of oil an 
natural gas. In Texas and Oklahoma, the regulations extend to requiring permits for the drilling of wells, 
the spacing of wells, the prevention of waste, the conservation of natural gas and oil, and various other 
matters. The regulations generally impose restrictions on the production of crude oil and natural gas in 
certain areas by reducing the rate of production from individual wells below their actual capacity to 
produce. Thus, ezch oil well is assigned by the State authorities a basic allowable im barrels of oil per 
day, often referred to as the “basic demand factor”, arrived at in the light of the depth, spacing, potential 
and other technical data of the well. The actual allowable of production is determiced by multiplying 
the basic allowable by a percentage, also determined from time to time by the State authorities, which 
in Texas was approximately 41.3% in November, 1968. A similar regulatory procedure for allowables 
exists in Oklahoma, the percentage being-approximately 75% in November, 1968. 


Allowable daily production of oil and gas is regulated by certain of the Canadian provinces. 
Production schedules vary from field to field on the basis of technical production and conservation data for 
each field, and production is allocated to market demands. Allowables in Alberta during the month 
of November, 1968 varied from 30 bbls. per day to 15u0 bbls. per day, depending on the field, the 


majority falling in the range of 35 to 55 bbls. per day. Allowables in Saskatchewan and British Columbia 
tend to run somewhat higher. 


Leases 


The principal executive cffices of the Company are located at 90 Broad Street, New York City, 
in leased premises consisting of 7,000) square feet of office space. Under the terms of this lease, which 
expires April 30, 1983, the Company is obligated to pay an annual rental of $37,170. The Company 
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also occupies 850 sq. ft. of office space in Dallas, Texas and 1,008 sq. ft. of office space in Denver, 
Colorado under leases expiring in 1971 which call for aggregate annual rental payments of $9,492. 
The offices in Dallas and Denver are used as regional offices of the Company. 


Empioyees 


The Company employs approximately 30 persons, of whom two are pétroleum engineers and the 
remainder are employed primarily in executive, administrative and clerical positions. The Company has 
a group life and disability insurance plan and a group accident and health insurance plan, the costs of 
which are borne by the Company. The Company also has a retirement plaa for all employees who 
have been employed by the Company for one year. See “Remuneration” herein. The Company 
maintains satisfactory relations with its employees. 


Recent Developments 


Pursuant to a Purchase Agreement, dated May 28, 1968, the Company acquired, effective as 
cf July 1, 1968, the interests in oil and gas properties acquired pursuant to a private drilling venture then 
administered and managed by the Company in which the investor had expended as at July 1, 1968 
aoproximately $950,000, and had incurred liabilities of approximately $302,050. The purchase price 
for the interests, which was negotiated at arm’s length, aggregated $1,252,050, of which $950,000 was 
paid in cash and the balance by assumption of certain liabilities attributable to the developrient and 
Operation of the properties. An aggregate of $500,000 of the cash portion of the purchase price was 
borrowed from banks on a short-term basis, of which amount $230,000 has heretofore been paid and 


the balance of $270,000 will be repaid out of the proceeds of shares offered hereby. See “Use of 
Proceeds” herein. 


In connection with the 1968 Year End Drilling Program, the Company is empowered to 0 © 

a Limited Partnership to continue that Program when, in its judgment, the drilling activities \ iu 
respect to the properties therein have reached an appropriate stage of development. The Limited Partner- 
ship, im the event organized, would provide the means whereby the interest of each of the participants in 
the properties in the Program, representing an interest in real estate, would become a Limited Partnership 
interest, representing an interest in the Limited Partnership assets. Accordingly, financing for further 
develcpment of the properties is facilitated without the need for the pacticipant to put up additional funds 
and also the disposition of the interest of the participant upon his death is simplified. Upon organization 
of the Limited Partnership, of which there is no assurance, the Company would be the General Partner 
and the participants in the Program in contributing to the Limited Partnership their property interests 
in the Program, would be the Limited Partners. As General Partner, the Company will be entitled to 
receive as compensation for its supervision and other services in connection with the business of the 
Liiaited Partnership, 6% of all monies received by the Limited Partnership cther than the proceeds 
of any borrowings by the Limited Partnership or the proceeds of the sale of oil or gas production or 
derived from the sale or exchange of any assets of the Limited Partnership, except proceeds from the 
sale of production payments or similar interests. In addition, the Company will continue to own the 
Overriding royalty interests which it acquired by reason of administering the Program. 


See “Supplemental Information to Statement of Income (Loss)” herein for a description of the 
Proposed exchange offer to be made for certain oil and gas property interests of the Company. 
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MANAGEMENT 


The officers and directors of the Company, their principal occupations, and their positions with the 


Company's parent, Prudential Equities Corp., are as follows: 
NATHAN M. SHIPPEE*—President, Treasurer and Director. Officer of the Company and its prede- 
cessors since 1962. Chairman cf the Beard and Treasurer of Prudential Equitizs Corp. 
RayMonp J. KERESTER*—Executive Vice President and Director. Officer of the Company since 
1966. Attorney, Staff Tax Counsel to Standard Oil Company of New Jersey from 1956 to 1966 
and Staff Attomey, Office of the Chief Counsel, Internal Revenue Service, from 1953 to 1956. 


Executive Vice President, Secretary and Director of Prudential Equities Corp. 


C. Hayvpen ATcHison—Senicr Vice Preside.:t—Operations. Vice President in charge cf explora- 
tion for Coastal States Gas Producing Company, oil and gas operators, from 1964 through 
October, 1968. Formerly Chief Geologist of British American Oil Producing Company from 
1951 to 1964. Senior Vice President of Prudential Equities Corp. 


WILLIAM J. SoteR—Vice President. Attorney, associated from 1961-to 1967 with law firm of 
Calfee, Halter, Calfee, Griswold & Sommer, Cleveland, Ohio, and a partner of that firm from 
1967 until October, 1968. Vice President of Prudential Equities Corp. 

J. PARKER CoaTes—Financizl Vice President and Director of the Company since late 1967. From 
1962 to 1967, associated with First National City Bank. Financial Vice President and Direc- 
tor of Prudential Equities Corp. 


Patricia R. Morec*® (Mrs. Nathan M. Shippee)—Administrative Vice President, Secretary and 
Dizector. Employee of the Company and its predecessors since 1964. Otice Manager of Inpak 


Systems, Inc., machinery leasing corporation (now a Division of Uni. ‘d Shoe Machinery Corp.), 
from 1961 to 1964. Assistant Secretary of Prudential Equities Corp. 


C. Jay PELLiconi—Vice President and Director. Manager, Municipal Bond Department of Winslow, 
Cohu & Stets>>, Inc., investment bankers, from 1963 to 1966. From 1962 to 1963, associated 


with The Northern Trust Company. Vice President and Director of Piudential Equities Corp. 


HENRIETTA STRUSZ—Assistant Secretary. Office Manager of supak Systems Division, United Shoe 
Machinery Corp. from 1964 to February 1968. From 1962 to 1964—Secretary of Inpak 
Systems, Inc. and Inpak Leasing Systems, Inc., machinery leasing corporations. 


James C. Burt—Director. Private Investments. Director, Anchor Hocking Glass Co. 


Director 
of Prudential Equities Corp. 


RicHarp N. Funxnouser—-Director, President of Har-Tru Corporation, builders of tennis courts. 
Director of Prudential Equities Corp. 


FREDERICK M. GLass*—Director. Vice Chairman of Cosmos Bank, Zurich, Switzerland and Chair- 
man of Cosmos American Corporation, a wholly-owned subsidiary of Cosmos Bank. Primarily 
engaged in lending anc investment banking activities. Director of Prudential Equities Corp. 


* Members of the Executive Corimittee. 


A 


Iysrsrono—Director. Investment Consultant. Director, Hall Communications, Inc.. 
.ndicate. Formerly Vice President of The State National Bank of Conzecticut, 
awich, Connecticut. Director ‘@ Prudential Equities Corp. 


WitLiamt KALELUIS—Director. Senior Vice President of Janney, Battles & E. W. Clark Inc., invest- 
ment bankers. Director of Prudential Equities Corp. 


an KusHect, Jn.*—NDirector. Associated with Bacon, Whipple & Co., Chicago, Illinois, 
ars. Formerly Vice President of Montgomery Ward & Co. Director of Pru- 


i MEACHAM—Director. Partner, Walters, Peck & Co., floor specialists; Member, New York 


tock — hange. Director, First National Bank, Spring Lake, New Jersey. Director of Pruden- 
ial Equities Corp. 


AEL F. Sasst*—Director. Investment Trust Officer, Chemical Bank New York Trust Company. 
irector of Prudential Equities Corp. 


sers of the Executive Committee. 


he above officers and directors of the Company hold substantially the same positions with th 
Company's subsidiaries, Connecticut Exploration Corporation and Prufin Corporation. 


The Company's management has professional experience in securities, banking, and petroleum 
exnloratioa, but relies upon a group of oil companies for geological judgment, oil.and gas operating 
activities, and experience in exploration and development of oil and gas properties. See “Public Programs” 
herein. 


Effective July 1, 1968, William Hessin was retained as Exploration Consultant for the Programs 
administered by the Company. Mr. Hessin, a petroleum engineer, was a partner and operations and 
consultant engineer in Development Services Corp., Denver, Colorado, a consulting firm to the oil and 
gas industry, from 1963 to 1967. He was also a petroleum consultant for Verde Enterprises and Ancora 
Corp., Soenrane | firms to the cil and gas industry, from 1959 to 1963, and from 1946 to 1955 was a 


district engineer with Gulf Oil Corporation and a Vice President in Pennsylvania Oll Gas Management 
Associates, a petr he um consulting firm. 


Remuneration 


egate compensation paid by the Company to the thirteen officers and directors as a group 
ccied June 30. 1963 was $120,190, exclusive of special bonuses aggregating $12,550 
of the Company, awarded in December, 1967. For the year ended June 30, 1968, 
the compen —~ of Mr. Nathan M. Shippee, President of the Company, was $45,850. No other 


officer or director received compensation in excess of $30,000 during the fiscal year. 
Effective Novem 1968, Mr. Shippee, as President and Treasurer of the Company, and Mr. 


Raymond J. xecutive Vice President of the Company, receive compensation at the rate of 
$49,600 and "$36,000 per annum, respectively, exclusive of bonuses. 
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‘Tha & 


Vhe Compaay, effective November 6. 1968, entered into an employment egreemect with Mr. C. 
Hayden Atchison em 


ke ploviag him as Senior Vice President in charge of Operations t 
31, i97L at aa annual base salary 0° $36,000 pius a regular bonus of not less thao i 

salary, as well as a special anaual inceative compensation payment, as shall be awarded to him by tis 
Company's Board of Directors, takiag into account the over-all performance of the Company's opera- 
tion for the applicable period, which payment shall not be less than $5,000 per annum. Effective 
October 21, 1968, the Company also entered into an agreement with Mr. Wiliam J. Soter employing 


him in an executive capacity for a term of not less than 3 years at an annual base salary of $35,000 
plus an automatic 25% annual bonus thereon. 


An Employees’ Retirement Plain and Trust was adopted by the Company, effective in October, 
1966, and was amendec in Augus:, 1967, to qualify the same under the provisions of the Internal 
Revenue Code. All regular full-time employees of the Company, who have completed one full year 
of continuous service with the Company are cligible to participate therein. The Plan provides guaraateed 
retirement income based upon fixed guaranteed and variable beaefits provided by national insurance 
companies. Mr. Nathan M. Shippee is eligible to participate under said Plan and the estimated annual 
beneats, 2s actuarially determined, to be received by him thereunder are $13,424, based on the assump- 
tion that he will survive and ccatirue in the employ of the Company until the normal retirement age 
of sixty-five and that the Plan will contique and its benefit provisions remain unchanged. The annual 
cost to the Company of the Plan duriag the 1968 fiscal year was approximately $17,000, and was paid in 
level quarterly installments. Effective as of October 15, 1968, approximately 7 additional employees 
became participants in this Plan, with a resulting increase in the annual cost of the Plan to $36,166. 


PRINCIPAL HOLDERS 


The Company has issued and outstanding at the date of this Prospectus 1,400,000 shares of 
Common Stock, $.10 par value, all of which is owned by Prudentiai Equities Corp. (formerly known 
as Prudential Oil Corporation). See “The Company” herein. Upon the completion of the offering 
covered by this Prospectus, Prudential Equities Corp. will own 80% of the 1,750,000 issued and out- 
standing shares of Common Stock of the Company. 


As of the date of this Prospectus, the only person holding of record, or known to.the Company 
to own beneficially, more than 10% of the 1.013,200 outstanding shares of Common Stock of Prudential 
Equities Corp., its only class of voting securities, was Nathan M. Shippee, who owned beneficially and 
of record 321,800 shares, or approximately 31.8% of such class. In addition, 84,800 shares (approxi- 
mately 8.45) were‘owned beneficially by certain members of Mr. Shippee’s family. Mr. Shippee may be 
deemed the “parent” of Prudential Equities Corp. by reason of such stock ownership. The officers and 
directors of the Company, as a group, beneficially owned in the aggregate, as of the date of this Prospectus, 
533,800 shares, or approximately 52.7% of such class. Bacon, Whipple & Co., the managing Under- 
writer of this offering, and an associate of that firm beneficially owned 40,000 shares. In addition, 
100.000 shares were beneficially owned by another associate of that firm, whose 100,000 shares are 
included in the holdings of all officers and directors of the Company as a group. These holdings by 
Bacon, Whipple & Co. and its two associates amounted to approximately 13.8% of such class. 
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INTEREST OF MANAGEMENT AND OTHERS IN CERTAIN TRANSACTIONS 


Prufin Corporation 


n De t pany, acquired from the 
therefor) all of the issued and 
a of Prudential bese Covoinstian, a Delaware corporation. In July, 1967 the 
rusian Corporation was changed to Prufin Corporation. Oa August 31, 1968, the 
d, at 00k vanginete from ven Equities Corp. all of the issued and outstanding 
reigi for an aggrezate consideration of $85,958, paymen: being evidenced by the 
te. See siete 1 of “the Notes to Financial Statements. From time to time the 
borr menial sums which have been advanced to Prufin for the purpose of enablirg the latter 
it participations in the Programs. A major portion of the Company's loans to Prufin were 
eeds of short-term borrowings by the Company from banks snags have been secured by 
2 of a portion cf the Company's oil and gas interests and by the net proceeds from certaia 
5 of the Notes to Financial Statements. The Cocnauey may hereafter borrow 
funds to Prufin for the financing of Unit participation purchases and it may, 
e, pledge or otherwise encumber certain of its properties, or the proceeds of production 
therefrom. in connectiom therewith. See Note (1) to the table under “Capitalization” herein. 


Other Transactions 


an from July, 1967 through the end of May, 1968, the Company loaned or acs" ced 
dential Equities Corp. an aggregate of $579,036, which was carried as open acco at 

cut gsi As of May 31, 1968, a dividend in the amount of $510,500 was declared 
so as to reduce, after taking into account repayments of $61,542 theretofore 
mace, the amount of outstanding indebtedness as of said date to $6,994. (See statement under “Dividends” 
herein to the efect that the Company has no plans for the payment of dividends in the immediate future.) 
During the period fe June 1, 1968 through October 31, 1968, open account advances by the Company 
to Sree! Equities Corp. amounted to $92,827 and repayments by Prudential Equities Corp. to the 
Company amounted to $100,000, resulting in indebtedness of $86,137 due to pepnae Equities Corp. 
at October 31, 1968, $85,958 of such sum be'ng evidenced by the Company’s 690 demand note given as 
payment for the purchase of the capital stock of Prufin Corporation. After "te consummation of the 
ae the Company intends neither to borrow money from nor advance money to or for the account 
ential Equities Corp. or any of its affliated corporations, other than the Company’s owa 


r 


ntial Equities Corp. maintains its registered office in New York at the offices maintained by 

any and various persons who are officers and employees of the Company are also officers and 
non-salaried employees of Prudential Equities Corp. In view of the absence of any substantial activity 
of Prudential Equ.ties Corp. other than through the Company and its subsidiary, Prufin Corporation, 
and the activity of its own subsidiary engaged in Madrid, Spain in the development of a real estate 
projec , no allocation of rent or salaries is now made to Prudential Equities Corp. If such activities 
shoud be increased in the future, an appropriate allocation based on space occupied and time devoted 


to the adairs of Prudential Equities Corp. will be made with respect to office rental and salaries of 
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oticers and emoloyees. {tis not in -d. however. to make any such allocations on a basis of less than 
10% of such casts as incurred by t 


Certain of the Company's officers and ‘or directors have acquired shares of common st ock of 
atid Pet syne Company, such ho dings constituting, in the 2¢ te, to the best of the Company's 
a fraction of cone percent of Mesa’s outstanding stock. in its various Pi -grams, the Company 

rtain percentage of the working interest in various leases usually pursuant to tur mmkey con- 
mp8 1 the Company and former subsidiaries of Mesa Petroleum Company. Pursuant to these con- 
ciety, uch companies agreed, for a definite sum arrivea at by negotiation prior bs pukeine a into the 
contract, to furnisi: everything and do all work required to bring the well involved (to the extent of the 
perceniage of the working interest so acquired) to casing point or to — as $ the case may have 
been. Such companies have also acted as third party operator with respect tc lease interests acquired 
for such programs. It is presently anticipated that some of the leaseholds or lease hold interests acquired 
for iuture Programs may be acquired and operated under similar or other contracts 
and Mesa Petroleum Company and Mesa may profit therefrom. 


a ce 
twe 


between the Company 


Elliott Roosevelt, Jr., formerly exploration consultant for the Programs administered by the Com- 
pany, founded General Petroleum Corporation, Denver, Colorado, and Texas Interstate Oil & Gas 
Company, Dallas. Texas, in which corporations he owns 100% and 507, respectively, of the outstand- 
ing Capital Stock. These corporations have drilled wells for recent Programs and may do so in aay 
future. He thus may profit from the proceeds of Programs. The amounts expended by the Program 
with these corporations aggregated approximately $456,000 and $2,700,000 for the calendar years 1966 
and 1967, respectively, and $4,300,000 for the nine months ended September 30, 1968. 


Mr. Charles J. Kushell, Jr.. a Director of the Company, is an associate of Bacon, Whipple & Co., 
which is a principal seller of Unit participations in the Programs and the managing Underwriter of 
this offering. For the calendar years 1966 and 1967, Bacon, Whipple & Co. has received S8, 500 and 
$59,250, respectively, as cominissions for sales of Unit participations and $22,000 for the nine months 
period ended — 30, 1968. Also, the firm is entitlea to receive an additional sum of $89,750 
as commissions for sales of Unit enecue during 1968. A total of 140,000 shares of Common 
Stock of Prudential Equities Corp. (13.8%) are owned in the aggregate by Bacon, Whipple & Co., 


Mr. Kushell and another associate of i firm. See “Principal Holders” and “Underwriting” herein. 


DESCRIPTION OF COMMON STOCK 


The shares of Common Stock offered by this Prospectus will, when issued pursuant to the terms 
of the offering hereby contemplated. be legally issued, fully paid and non-assessable by the Company. 


Holders have one vote per sbare and are entitled te share ratably in dividends paid and in the net 
assets on liquidation. There are no preemptive rights. 


Non-Cumulative Voting 


The shares of Common Stock do not have cvmulative voting rights, which means that the holders 
of more than 50% of the shares voting for the election of directors can elect all of the directors if 


they choose to do so, and, in such event, ‘he holders of the remaining iess than 50% of the shares voting 
for the election of directors will not be able to elect any director or directors to the Board of Directors. 
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Nividends 


Transfer Agents and Registrars 


The Transfer Agents for the shares of Coramon Stock of the Company are Fir ity Bark, 
New York City, and Continental Illinois National Bank and Trust Company of Chi , Chicago, Illinois. 
The Registrars for such shares are Marine Midland Grace Trust Company of New York, New York 
City, and The First National Bank of Chicago, Chicago, Minois. 


Reports to Stockholders 


The Company intends to provide the stockholders with annual reports which will contaia financial 
statements certified by independent certified public accountants. The Company also expscts to submit 
to steckLolders quarterly reports which will contain unaudited summaries or earnings and to furnish 


them with such other reports as may be necessary to apprise stockholde:s of major developments concern- 
ing the Company. 


LITIGATION 


On July 13, 1967, the Company was named as ons of the def-adants in an action brought in the 
United States District Court, Western District of Louisiana (since transferred to the Uniicd States 
District Court, Southern District of Texas), in which the plaintiff seeks to enforce an alleged verbal 
agreement with Coastal States Gas Producing Company (“Coastal States”) for payment of a “finder’s 
fee” or “commission” by reason of the $1,300,000 proposed to be invested through the Company 
with Coastal States. The fee is alleged to be five percent of funds to be invested with Coastal States, 
as weil as a two perce it overriding royalty on any ventures with Coastal States resulting trom sources 
alleged to have been obtained by the plaiatiff. The plaintiff alleges that the Compeny has conspired 
with Coastal States to avoid payment of such fee. The plaintiff seeks a judgment specifically to 
enforce the alleged agreement. or, in the aiternative, comensation for his services on a quantum 
meruit basis. An answer was tiled by the Company in the action, denying any liability in connection 
with the claims asseried. Pre-trial conferences have been held and the trial of the action is scheduled 
for January, 196°. In the opinion of the firm of Burton M. Abrams, counsel for the Compan’, the 
action is without merit as against the Company. The Company has also been advised that in the opinion 
of the management of Coasial States, the action is without merit 2s against Coastal States. 


Except as stated above, there are no material pending legal proceedings to which the Company is a 
party. The Company knows of no contemplated proceeding by governmental authorities i 


ites against it or 
its properiies. 


UNDERWRITING 
rciters named below have severally agreed, subject to the terms and conditions set forth 
in the Underwriting Agreement. to puschase from the Company the number of shares of Common Stock 


set forth ocgosite their respective names: 


Name of Unde. writer 


Bacon, Whipple 
Alex. Brown & Sons 


Reynolds & Co. 
Bateman Eichler, 
rated 


Blair & Co:, Inc. 
Blunt Ellis & Simmons 


Dain, Kalman & Quail. Incorporated 


Hayden, Miller & Co. 

Janney, Battles & E. W. Clark, Inc. 

Stern Brothers & Co. 

Underwood, Neuhaus & Co., Incorpc rated 


Andresen & Co., Incorporated . 
Julien Collins & Co. 


A. G. Edwards & Suns, Inc. 
Jesup & Lamont Incorporated 
Kenower, MacArthur & Co. 
McCormick & Co., Inc. 


Newburger & Co. 


Putnam, Coffin & Burr-Doolittle, Inc. 
The Robinson-Humphrey Company, Inc. 


Rodman & Renshaw 
Chas. W. Scranton & Co. 


Winslow. Cohu & Stetson, Incorporated 
Woodcock, Moyer, Fricke & French, Inc. 


Adcress 
135 South La Salle Street, Chicago, 
Illinois 60603 g 


135 E. Baltimore Street, Baltimore, 
Maryland 21202 


120 Broadway, New York, New York 10005 


460 South Spring Street, Los Angeles, 
California 90013 

20 Broad Street, New York, New York 10005 

111 West Mcarce Street, Chicago, 
Illinois 60603 

110 South 6th Street, Minneapolis, 
Minnesota 55402 

225 East Mason Sireet, Milwaukee, 
Wisconsin 53202 

Union Comunerce Building, Cleveland, 
Ohio 44115 

1401 Walnut Street, Philadelphia, 
Pennsylvania 19102 

1009 Baltimore Avenue, Kansas City, 
Missouri 64199 

724 Travis St. at Rusk Avenue, Houston, 
Texas 77002 : 

140 Broadway, New York, New York 10005 

305 South La Salle Street, Chicago, 
lilincis 60603 

409 N. 8th Street, St. Louis, Missouri 63101 

25 Broadway, New York, New York 10004 

1933 Ford Building, Detroit, Michigan 48226 


135 South La Salle Street, Chicago, 
Ulinois 60603 


1401 Walnut Street, Philade!phia, 
Pennsylvania 19102 
6 Central Row, Hartford, Connecticut 06103 
Two Peachtree Street, N. W., Atlanta, 
“Georgia 30303 
209 South La Salle Street, Chicago, 
Illinois 60603 
209 Church Street, New Haven, 
Connecticut 06507 
26 Broadway, New York, New York 10004 
1500 Chestnut Street, Philadelphia, 
Pennsy’vania 19102 
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Nomber 
of Shares 
87,000 
30,000 
30,000 
11,000 


11,000 
11,000 


11,000 
11,000 
11,000 
11,000 
11,000 
11,000 


8,000 
8,000 


8,000 
8,000 
8,000 
8,000 
8,000 


8,000 
8,000 


8,000 
8,000 


8,000 
8,000 


350,000 


A 


The Underwriting Agreement provides that the several obligations of the Underwriters are subject 


& 


to certain conditions precedent, and the Underwriters wiil not be obligated to purchase any of the shares 
of Commoa Stock unless all are purchased. 


Bacon, Whipple & Co., as Represeatative of the several Underwriters, has advised the Company 

that the Underwriters propose to ofter the shares of Common Stock offered hereby directly to the public 
2 iniual public offering price set forth on the cover page hereof and to Selected Dealers at a price 

ts a concession not in excess of $.40 per share and that such Selected Dealers may 
sions of not in excess of S. 2 per share on sales to other dealers. After the initial 

oe ae the public ofering price, the concession to Selected Dealers and the reallowance con- 


cessions to other dealers may be changed by Bacon, Whipple & Co. as Representative of the several 
Und: 


In the Underwriting Agreement, the Company has agreed to indemnify the Underwriters against 
ertzin hadilities, including liabilities under the Securities Act of 1933. 


LEGAL OPINIONS 


matters in connection with this offering are being passed upon for the Company by the firm of 
. Abrams, 630 Fifth Avenue, New York, New York 10020, and for the Underwriters by Messrs. 
Fredies, Spiess, Tierney, Brown & Platt, 231 South LaSalle Street, Chicago, Illinois 60604. 


EXPERTS 
“Tt fir 


The firsncial st atements and schedules of Prudential Funds, Inc. or its predecessor, Prudential Oil 
Corporation, as applicable, for the two years and the three months ended September 30, 1968, have 
been examined by Peat, Marwick, Mitchell & Co., independent certified public accountants, and for 
the three years ended June 30, 1966, have been examined by Allen, Cassidy & Co., independent cer- 
tiled public accouttants, both of whose reports appear elsewhere in the Registration Statement, and 


are included in reliance upon such reports and upon the authority of said firms as experts in auditing 


and eccounting 


The report of DeGolyer & MacNaughton appearing under “Business and Property” has been included 
herein upon the authority of thar fiim as experts respecting the matters contained in their report. 


ADDITIONAL INFORMATION 


The Company has filed with the Securities and Exchange Commission, Washington, D. C., a Reg- 
istration Statement under the Securities Act of 1933, as amended, with respect to the securities offered 
heredy. For further information with respect to the Company and the securities offered by this Prospectus, 
reference is made to the Registration Statement and the financial statements and exhibits filed as a part 
thereo!. Statements contained in this Prospectus as to the contents of any contract or other document 
arc noi necessarily complete, and in each instance reference is hereby made to the copy of such contract 
other document filed as an exhibit to the Registration Statement for a full statement of the provisions 


f, and each such statement in this Prospectus is qualified in all respects by this reference. 
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REPORTS OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS 


The Board of Directors 
PRUDENTIAL FuNDs, INC. 


We have examined the consolidated balance sheet of Prudential Funds, Inc., and consolidated 
subsidiary as of September 30, 1968 and the related statemenis of income (loss), capitai surplus and 
retained earnings (deficit) for the two years and three months then ended. Our examination was made 
in accordance with generally accepted auditing standards, and accordingly included such tests of the 
accounting records and such other auditing procedures as we considered necessary in the circumstaxces. 


In our opinion, such financial statements present fairly the financial position of Prudential Funds, 
Inc., and consolidated subsidiary at September 30, 1968, and the results of its operations for the two 
years and three months then ended, in conformity, with generally accepted accounting principles applied 
on 2 consistent basis (as restated to reflect the change, which we approve, described in note (C) of the 
notes to statement of income (!os3)}. 


Peat, Marwick, MITCHELL & Co. 


New York, New York 
November 25, 1968 


The Board of Directors 
PRUDENTIAL FuNDSs, INC. 


We have examined the financial statements of Prudential Oil Corporation for the three years ended 
Juse 30, 1966, including the statement of income (loss) for the three years then endec and the state- 
meats of capital surplus and retained ecrmings (deficit) for the year then ended. Our examination 
was made in accordance with generally accepted auditing standards, and accordingly included such tests 


of the accounting records and suca other auditing procedures as we considered necessary in the 
circumstances. 


In our opinion, such financial statements present fairly the results of operations of Prudential 


Oil Corporation for the three years ended June 30, 1966, in conformity with generally accepted account- 
ing principles applied om a consistent basis. - 


ALLEN, Cassy & Co. 
Greenwich, Connecticut 
July 14, 1966 


PRUDENTIAL FUNDS, INC. AND CONSOLIDATED SUBSIDIARY 
CONSOLIDATED BALANCE SHEET 
September 30, 1968 


ASSETS 
CURRENT ASSETS: 
Castie ..... S$ 321,370 
Accounts receivable—oil and gas sales .; $0,760 
Accounts reczivable—other pee 12,656 
Notes receivabie from participants, including accrued interest ($11,991) at 6S (note Z) 1,377,991 
Prepaid expenses and other assets Nahe aneneoh nate teehee es Nhe 5,613 


Total current assets Se A Ce UREN ORES Ak Sot SNE Meee are J 1,608,436 


PROPERTY AND EQUIPMENT, at cost: 
Oil ard gas interests (notes 1 and 3) Le MisicscNp Usernames neta Rees 


Furniture and fixtures (note 3) a 7a REEL © (ey cae ee HE 105,032 


2,582,271 
Less accumulated depreciation and amortization.......................... : af , 141,926 


2,440,345 
OTHER ASSETS AND DEFERRED CHARGES: 
Notes receivable from participants, non-current..................... 684,610 


Deferred commission expense (note 4) . 492,391 
Stock of Connecticut Exploration Corporation, at cost (approximates equity ) 2,000 


1,179,001 


$5,427,776 


See accompanying notes to financial statements. 
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PRUDENTIAL FUNDS, INC. AND CONSOLIDATED SUBSIDIARY 
CONSCUIDATED BALANCE SHEET 
' September 30, 1968 | 


LIABILITIES AND STOCKHOLDER’S EQUITY 


CurRENT LiaBILittEs: 


Notes payable to banks, including current maturities cf iong-term debt (note 5) $1,516,136 
Note and accourt payable to parent (note 1) 150,029 | 
pene = | 
Commissions payable to brokers 574,244 | 


Accounts payable to Drilling Funds (note 0): 


For Unit purchases and development 262,414 
For Snancing of participants (note 2} 7oao26 
Accounts payable—other 369,634 
Accrued liabilities ...... b Les $8,111 
Federal income taxes payable canvas a 118,000 
Total current liabilities 807.46 
LONG-TERM NoTE PayaBLeE TO BANK, LEss CURRENT Maturities (note 5S) 9 


DEFERRED CRED.Ts: 


Commission income (note 4) NOU ein nie, wet 2 §23,099 
Federal income taxes (notes 3 and 4) ee RN bal Wap cn MU te haat he 117,000 | 
940,009 


STOCKHOLDER’s Equity: 
Common stock, $.J0 par value. Authorized, 5,000,000 shares; issued, 1,400,000 


shares (note 11) : jee 140,000 
Cap CEU SHEDS ees ee as ee ial Coal Hee on pm eee ues aa 23,172 
Retained earnings Be Poe ee tee wae ee 445,115 

Total stockholder’s equity _. a a vrs  OOB 287 


COMMITMENT AND CONTINGENT LIABILITY (notes 8 and 9) 
$5,427,776 


See accompanying notes to financial statements. 


PRUDENTIAL FUNDS, INC. AND CONSOLIDATED SUBSIDIARY 
STATEMENTS OF CAPITAL SURPLUS AND RETAINED EARNINGS (DEFICIT) 


Three Years ended June 30, 1968 and Three Months ended September 30, 1968 


CAPITAL SURPLUS 


einen erences a CC CC CO 


Three 
Months 
ended 
Year Ended June 30, = September 
1966 1967 1968 30,1968 ~ 
(note B) 
Balance at beginning of period... ieee SS $ — S 63172 ~3 63,172 
Add: Excess of net assets of Prudential Ol Corpora- 
stion over the stated value of the Company’s 
: . : 34 | 
* stock issued in exchange for such net assets... — 63,172 — —_ | 
ye 
23 pe Less: Amount transferred to common stock pursuant | 
; to the recapitalizations referred to in note (11) — — — (40,000) 
Balance at end of period.............2...2.2. $ — $63,172 $ 63,172 $23,172 
ence ————n = = — 1 


RETAINED EARNINGS (DEFICI7) 


(note) 


Balance at beginning of period................. Ate ea & $(26,513) S$ — $198,355 $261,355 | 
ne BEG Onn ieee neon nie eee _ 45,935 198,355 573,500 —-183,760 | 
Dividend paid to parent company..........0.0.000.0e cee oo _- (510,500) con 

Balasce at end of period ee Baie ee eae ee $ 19,422 $198,355 $261,355 $445,115 


Note: Retained earnings attributable to Prudential Oil 
Corporation prior to its acquisition by the Com- 
any on July 1, 1966 


See accompanying notes to financial statements. 
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PRUDENTIAL FUNDS, INU. AND CONSOLIDATED SUBSIDIARY 
NOTE; TO FINANCIAL ‘STATEMENTS 


(1) Basis oF ACCOUNTS AND OTHER MATTERS: 


The consolidated balance sheet at Septermber 30, 1968 includes the accounts of the Company and its who!ly-owned 
subsidiary, PruSn Corporasivn, which was acquired from Prudential Equities Corp., parent of the Company, on August 
31, 1968 for $85,953 (the net book value). Intercompany accounts have been eliminated in consolidation. The Com- 
pany's investment in Prufin is carried at its equity in the underlying net assets of that company 


pany. 

The Company acts as agent for participants in the Prudential Drilling Funds. Monies of the participants are 
received and disbursed by selected banks utder custodian agreements and, accordingly, assets and liabilities of the 
Prudential Drilling Funds are not reflected in the accounts of the Company. The Company bills the Drilling Funds 
for direct expenses paid on behalf of the Drilling Funds and for an allocable portion of administrative and overhead 
expeases of the Company. 


In addition, the Company has invested ia oil and gas properties for its own interests and conducts private drilling 
ventures for individual investors. The properties involved in such activities are the same as certain properties included 
in the Prodential Dnilling Funds. 


In 1968, the Company changed its fiscal year from June 30, 1968 to May 31, 1968. 


(2) Notes RECEIVABLE FROM PARTICIPANTS: 


Prufin Corporation advances, upon request of certain Drilling Fund participants, a portion of exploration and 
development costs on certaia properties. Tae notes receivable from borrowing participants bear interest at 6% and 
are secured by all Drilling Fund Units owned by the participants and an assignment of all net production income from 
such Units. Substantially all of the monies for such loans are borrowed from the Company, which, in turn, borrows 
such sums at interest rates of up to 844% fer annum. Based upon projections of net production income (cash flow) 
from Drilling Fund Units and direct repayrments from participants, managemest is of the opinion that approximately 


two-thirds of the amount due from the participants $2,062,601 wili be repaid prior to September 30, 1969. Accordingiy, 
$1,377,991 bas been included in current assets at September 30, 1968. 


Ion connection with certain bank borrowings by Prudential Funds, Inc., the custodian of the Drilling Funds has 


been directed to remit to the lending bank a portion of the net proceeds from production from certain leases in certain 
of the aforementioned Drilling Fund Units owned by the borrowers from Prufin (see note 5). 


(3) PROPERTY AND EQUIPMENT: 
Oil and gas interests at September 30, 1968 are summarized as follows: 


Oil and gas properties owned directly.........0000.0.... . $1,362,429 
Prudential Drilling Fund Units 1,114,809 
Overriding royalty interests : 1 


$2,477,239 


Based oa independent engineering reports and on reports from the operators of the properties, the value of the 
estimated oil and gas reserves attributable*to the total oil and gas interests shown above, a substantial portion of which 
is attributable to the overriding royalty interests, is in excess of the aggregate carrying value thereof. 

The Company has earned a 3/32 overriding royalty interest in the oil and gas reserves of prior public Drilling 
Funds and private drilling ventures. These interests are carried in the accounts at a nominal amount of $1.00. The 
overriding royalty interests on certain leases have been assigned as collateral for notes payable to banks (see note S$). 

Substantially all of the oil and gas properties owned directly by the Company shown above, were acquired from a 
Participant in a private drilling venture as of July 1, 1968 for a total consideration of $1,252,050. The consideration 
paid approximated the cost of the properties: to the seller. 

See “Supplemental Inforrnation to Statement of Income (Loss)” regarding the Company’s intention to exchange 


Certain of its overriding royalty interests and certain of its Units in various Drilling Funds for common stock of a 
mew corporation. 
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PRUDENTIAL FUNDS, INC. AND CONSOLIDATED SUBSIDIARY 


NOTES TO FINANCIAL STATEMENTS—( Continued) 


reciation and amortization policies are as follows: 


(a) Depreciation of furniture and fixtures is provided on the basis of zge and estimated lives of the individual 
s by the straight-line method. 


) Expenditures on maintenance aad repairs are charged tc operations as incurred while expenditures on 
2is and betterments generally are capitalized. 


ee When assets are retired or otherwise disposed of the excess of the cost of such assets over the salvage 
7 realized is charged to accumulated depreciation. 
d) The Company follows the total cost method of accounting for its investment in 1) the Units of each 
Sean i Deillisg Fund, and 2) the oii and gas properties owned directiy. Under this method of accounting. 
2! costs of acquisition, exploration and development are capitalized and amortized over the income producing life of 


uc 


successful wells in the properties owned directly and in the rezrective Funds. Due to the abseace of reliable estimates 

of the underlying oil and gas reserves during the early stages of development, the Company uses an estimated life 

Oz ten cs from the date commercial production commences. Upon completicn of the development drilling for 

ie Fund and the oil and gas properties, and the accumulation of reliable estimates of oil and gas reserves. 

apes changes from the straight-line basis to es unit of production basis of amortization. For income tax 

a ee these costs, to the extent they are allowable deductions, are claimed in the year in which incurred. eferzed 

Q ra income t axes are provided in the accounts to recognize timing differences in reporting these costs (other 
velopment costs) for income tax purposes. 


he commissions earned by the Company on Drilling Fund and drilling venture subscriptions and other monies 

¢ by the participants under the agreements 27 taken into income, for accounting purposes, on the basis of 

citures by the applicable Fund or venture. The commissions to brokers are deferred for accounting purposes 
taken into expense on the same basis as the commission income. 


Deferred Fedsral inceme taxes are provided in the accounts to recognize timing differences in reporting 
commission income and expenses for tax purposes. 


(5) NoTes PAYABLE: 


be short-term notes payable to banks are cue in varying amounts to August 29, 1969. One of the notes ($51,584) 

interest at 7:45 and another ($914,552) bears interest at 714%. Both are repayable from proceeds of pro- 

from certain overriding royalty interests assigned to collateralize the notes with minimum quarterly payments, 

% principal-and interest, of $22,410 required on one of the notes. Additionally, the custodian of the Drilling 

Packs has been directed to remit to the bank the net proceeds from production from certain leases in certain Drilling 

Fund Units which secure indebtedness owed by participants to Prufin Corporation (see note 2). A third note ($200,000) 

is secured by assets of the Company and bears interest at 634%. Another note ($284,000) bears interest at 814% and 

is repavable in monthly installments of $8,000, plus interest, with the balance payabie in July 1969 and is secured by 
esrtain oil and gas properties of the Company. 


Tre long-term note payable to bank bears interest at 7% and is repayable from proceeds of production from 
certain overriding royalty interests assigned to collateralize the note with minimum monthly payments of $5,500 
plus interest. 


(6) AccouNTS PAYA3LE To DamtineG Funps: 


ince the need for funds by particular Drilling Funds do not necessarily coincide with amounts ($758,926) due tc 
the Funds by Prufn, with respect to Unit participations which were financed by it, arrangemerts have been made whereby 
such pa; ments to the Drilling Funds have bern delayed. 


Additicaally, the $262,414 payable to the Drilling Funds by the Company for Unit purchases and development has 
Geen cailed for by the Drilling Funds, but as of November 25, 1968 has not been paid. 
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PRUDENTIAL FUNDS, INC. AND CONSOLIDATED SUBSIDIARY 


NOTES TO FINANCIAL STATEMENTS—( Concluded) 


(7) RETIREMENT PrN: 


In October 1966 the Company adepted an insured retirement plan for regular full time employees. The annual 
cost of the pian covers all benefits as they vest and is funded currently by the Company. Effective as of October 15, 
1963, the annual cost was increased from approximately $17,000 to approximately $36,000 due to additional elie: 
participants. 


(8) Comat Ment: 


The Company is ob’igated under a long-term lease agreement expiring in 1983 for minimum annual rental payments 
approximating $37,000. 


(9) Cowrtscent Liastuity: 


Fer information relative to litigation, see “Litigation” appearing elsewhere in the Prospectus. 


(10) SuppLesentary Profit ano Loss INFORMATION: 


Three mooths 


Year Ended June 30, Eraed 
Se re ea September 
Las 1967 1968 30, 1968 


Charged directly to costs and expenses: 
Amortization of oil and gas properties .. oy 5 - $ — a $33,547 


Amortization of Prudential Drilling Fund Units 19,635 55,562 19,726 


be Pa 
$21,082 $61,099 $55,801 


Depreciation of furniture anc fixtures 0.000... 17 - 5.537 


Taxes, other than Federal income taxes: 
State and local franchise and sales... $13,702 $30,00¢ 
Payroll and other iS ; 3,886 


$17,588 


Charged to general and admi.tirative expenses: 


$17,054 : $11,040 


There were no charges in respect of management and service contract fees. 


Maintenance and repair expenses 
were not material. * 


(il) Coston Stock: 


On Septemter 3, 1963, the Company effected an amendment to its Certificate of Incorporation changing the 
number of authorized shares of Common Stock from 10,000 shares, without par value, to 5,000,000 shares, $.10 par 
value. "= comnection therewith, the °0,000 siares of Common Stock, without par vaiue, of the Company then 
outstand'ng became 1.000,000 shares cf Common Stock, §.10 par value. On November 6, 1968, upon the further 
change in capitalization described in note (4) under the section “Capitalization”, appearing elsewhere in the Pro- 
spectus, the 1,000,000 shares then oustanding became 1,400,000 shares. 
statements give effect to such change in capitalization. 


Accordingly, the accompanying financial 
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Reply Affidavit of Robert MacCrate, Sworn to May 2, 1975 , 


and Exhibits Thereto 


UNITED STATES DISTRICT COURT 


SOUTHERN DISTRICT OF NEW YORK 


PRUDENTIAL OIL CORPORATION, 
Plaintiff, : 67 Civ. 3748 (CLB) 
-against- REPLY AFFIDAVIT 
PHILLIPS PETROLEUM COMPANY, cininet panctiene 


Defendant. 


STATE OF NEW YORK 


COUNTY OF NEW YORK 


ROBERT MacCRATE, being duly sworn, states: 

1. I ama member of the Bar of this Court and 
a member of the firm of Sullivan & Cromwell, attorneys for 
defendant Phillips Petroleum Company ("Phillips"). I am 
fully familiar with the facts and prior proceedings had in 
this action, and submit this affidavit in reply to the 
affidavit in opposition of Nathan M. Shippee, sworn to 
April 1975. 

2. In his affidavit Mr. Shippee urges that the 


assignment of this action from Prudential Delaware to 


Prudential New York in July 1966 was made for legitimate 


business purposes, and was part of Prudential Delaware's 
program of incorporating separate subsidiaries for the 

conduct and independent financing of its various business 
undertakings. Shippee Affidavit, 44 8, 13-23, 28 and 29. 
As Mr. Shippee has previously affirmed, however, the sole 


business undertaking of Prudentia) New York has been the 
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prosecution of this lawsuit, the company has no other assets 
or property, and, in fact, the claim itself is tc recover 
“property rights of Prudential Delaware in and to the 
petrochemical complex in Puerto Rico” (Answers to Inter- 
rogatories 3 and 12, affirmed April 26, 1971). 

3. These facts are established by the record 
in these proceedings: The first time that any claim of 
this sort was asserted by a Prudential c=rpany against 
Phillips was in the spring of 1966. It was asserted at that 
time by Mr. Shippee as a claim of the Delaware corporation 
then named Prudential Cil Corporation (subsequently and 
successively renamed Prudential Equities Corporation and 
Prudential Resources Corp.). While Mr. Shippee's interest 
in pressing that claim has waxed and waned over the inter- 
vening 9 years, (abandoning for up to 18 months on occasion 
any prosecution of this action), the fact remains that the 
assertion of che claim and the entire prosecution of the 
action, which was finally commenced in September of 1967, 
has at all times been under the control, financed by and 
allegedly for the benefit of Prudential Delaware. 

4. At no point in the answering papers on the 
present motion does Mr. Shippee deny th’ c< the decision to 
incorporate the new Prudential Oil Corporation in New York 
in July 1966 was made in contemplation of the institution 
of this action or that those making the decision as to the 
State of incorporation chose New York with the possibility 
of invoking diversity jurisdiction in mind. 

5. Mr. Shippee's detailed recitation in his 


affidavit is in sharp contrast with his account of the 
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2 A 
same matters given on his deposition at a time when such 


matters were substantially fresher in his recollection. 
He now attempts, with the assistance of counsel, to retell 
and to reshape events of nine and ten years ago in a manner 
never told before in this action. In his testimony given 
in 1967, substantially closer to the events, he testified 
that Prudential Oil Corporation was the only New York cor- 
poration among the Prudential companies, and that Prudential 
Land Company was not a New York corporation (Tr. 87-88, 
attached as Exhibit A). Subsequently, in 1971, Mr. Shippee 
further testified that he had no recollection that he had 
heard of a proposed assignment in 1966 from Prudential 
Delaware to Prudential New York of the alleged claim against 
Phillips, nor could he recall that the reasons for such an 
assigiment were ever discussed with him (Tr. 913-914, attached 
as Exhibit B). 

6. In stunning contrast to his earlier testimony, 
Mr. Shippee now claims to have been fully informed as to the 
reasons fox the actions taken in 1966. He attempts to tell 
a new and detailed story and produces documents as exhibits 
to his affidavit, which were requested by Phillips on 
November 1, 1967 (Tr. 159-160) but never furnished until 
this April 1975 affidavit (e.g., Exhibits K, N and Q). 
He tries to relate th: corporate action taken in June and 
July 1966 to a public offering of stock late in 1968 with 
lietle regard for the events of the intervening two years 
relating to the institution of this action and the pretrial 
discovery which included his own deposition. Moreower, the 
public offering to which Mr. Shippee refers was not made by 


. Prudential Delaware, but by Prudential Funds, which never 


had any connection with either Phillips or this lawsuit. 


NOTARIAL 
SEAL 
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7. The burden of Mr. Shippee's affidavit is to 
display that Prudential Delaware desired, in certain circun- 
stances, to pursue certain of its business undertakings 


through separate corporate vehicles. What connection there 


is between this professed desire to conduct business in 


separate corporate pockets and the assignment of a lawsuit 
by Prudential Delaware to a wholly owned subsidiary with 
no business activities whatsoever to conduct, is nowhere 


explained by Mr. Shippee. 


Robert MacCrate 
Robert MacCrate 


Sworn to before me this 
2nd day of May, 1975 


IRENE K. MENTEL 
Netary Public, State of New York 
Residing in Queens County 
Qusens Co. Cik's No. 41-7303895 
Certificate Filed in 
New York Co. Clkis 
Commission Expires March 30. 1976 


Exhibits Annexed To Reply Affidavit of 
Robert Mac Crate 
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UNITED STATES DISTRICT COURT 


SOUTIERN DISTRICT OF NEW YORK 


PRUDENTIAL OIL CORPORATION, 


Plaintiff, 
~against- 
PHILLIPS PETROLEUM COMPANY, 


Defendant. 


Before: 


CHARLES L. BRIEANT, JUR., 


New Yor., May 2, 197 
2530 Bsm. 


APPEARANCES 


GOLD, FARRELL & MARKS, Esqs., 
Attorneys for Plaintiff, 
by: Thomas R. Farrell, Esq. and 
Richard Urowsky, Esq., of Counsel 


SULLIVAN & CROMWELL, ESqs., 
Attorneys for Defendant, 
By: Robert MacCrate, Esq., of Couns2l 


SOUTHERN DISTRICT COURT REPORTERS. U.S. COURTHOUSE 
BE NEW YORK. NY = 798-1020 
ad 
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ees called.) A 434 | 
3 } THE COURT: Gentlemen, I have a pending motion | 
4 | in this matter. I think probably my best procedure would | 
5 | be to hear the motion first, and then I am Prevared to 
| 
6 | confer informally with counsel if they wish me to. 
| | 
7 Are you ready to proceed now with the motion? ! 
8 | MR. Mac CRATE: We are, your Honor. ! 
9 | THE COURT: All right. 
10 | MR. Mac CRATE: If your Honor please, my name is 
1] | Robert Mac Crate, and I appear on behalf of the defendant 
Le Phillips Petroleum Company. 
13 The motion that we have made to your Honor was 
14 | predicted in our answer to the complaint which we filed 
6 || in October of 1967. Phillics alleged that Prudentiaa 
16 New York was collusively made a partv and that there was 
| | 
7 | therefore no subject matter jurisdiction under 28 USC 1359. 
18 the facts as to these matters were resolved essentially 
19 bir stipulation, but this was only in July of 1974. They 
20 | arc incorporated in the agreed draft of the pronosed pre- 
i] } 
21 trial order, and due tothe continued pendency of defendant's 
4 | October 1973 motion to strike the jury demand, no further 
ed | motion was presented to Chief Judge Edelstein at that time. 
24 | However, upon the reassignment =o your Honor we 
| | 
25 promptly made the motion in advance of the first hearing | 
| 


SOUTHERN DISTRICT COURT REPORTERS. U.S. COURTHOUSE 
FOLEY SQUARE, NEW YORK. N.Y. — 791-1020 
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before your Honor. 


We are moving under Rule 12(d) and 12(h)3, which 


expressly contemplate the Court to hear and to determine a 
question as to subject matter jurisdiction in advance of 
trial. 


THE COURT: Well, I am sorry to interrupt you, 


Mr. Mac Crate. The Tourt understands that after this case 
was reassigned to me, that an inquiry was made informally 
by one of my law clerks of both attorneys, I believe, and 


I understand that nobody desires an evidentiary hearing on 


this motion, is that correct? 

MR. Mac CRATE: Your Honor, this is on the basis 
that we believe the facts that are agreed require dismissal. 
If your Honor believes that an issue has been is we do 


feel that an evidentiary hearing will be necessary. But 


we feel that on the snowing -that is,an agreed showing that 
this complaint should be dismissed. 


THE COURT: But you aren't asking for an evidentiary, 


| 


MR. Mac CRATE: We co ask in the alternative to 


| 
the grant of our motion for an evidentiary hearing, your | 


Honor, so that the question can be once and for all re- 


solved. | 
THE COURT: Off the record. 
Exhibit B 


SOUTHERN DISTRICT COURT REPORTERS. US. COURTHOUSE 


(Discussion off the record.) 
THE COURT: All right; well,you may continue, but 
before we conclude, I want to make certain that I under- 


stand -- Mr. Farrell, did you want an evidentiary hearing? 


MR. FARRELL: Your Honor, our position is that therr 
is no necessity for an evidentiary hearing, that our affi- 
davit makes perfectly clear that there was a qood reason 


for this assignment and transfer and that the Judge should 


deny the motion without an evidentiar: hearing. 
THE COURT: -ALL right. 


You may continue, Mr. Mac Crate. 


MR. Mac CRATE: Your Honor, the sole basis for 
federal jurisdiction which is alleced is diversity under 
1332(a). There is and has been since December 1969 a 


parallel State Court action with the identical allegations 


eycent for the jurisdiction allegations. 

Now, plaintiff's alleged 
stein has now found to be for breach of a joint venture 
agreement and for appropriation of business property arise 
primarily out of conversations and correspondence durina 


1962 and 1973, between Phillips and Prudential, then a 


Connecticut corporation. However, by the time of the 


first assertion of any claim, Prudential Connecticut had 


| 
! 
| 
| 


disappeared, and Prudential, a Delaware corporation, had | 
Exhibit B 
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taken over all of its property. A 

THE COURT: You know that doesn't give me a 
very good statementof what ha»pened; that it disappeared 
and they had taken over all of “he property. 

I would like to know whether there was a merger, 
or whether there was an assignment of rights, or whether 
there was a dissolution, or exactly what legal form do you 
claim it took? 

MR. Mac CRATE: There is no issue as to that, 
your Honor. It was reincorporated in Delaware, anc all 
of the assets and iilabilities were transferred to the new 
Delaware corporation, and on a share-for-share basis the 


stockholders of the Connecticut corporation became stock- 


holders of the Delaware corporation. 


This took place in 1965. And as of June 30, 1965,, 


‘from that date to this, the alleved beneficiary holder of 
tiie claim that is here asserted has been Prudential 
Delaware. 

In contrast, the plaintiff assignee, Prudential 


New York, which was formed in July of 1966, and to whom 


just this lawsuit was assigned, is a bare shell, the lawsuit 


cites only property, it never had any other assets, it has 


no books of account, Mr. Shiypee and his secretary function 
| 
| 


as its officers and directors. Mr. Shippee is the gentleman) 
Exhibt B 
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who was on both sides of the transaction and by which the 


assignment “as made from Prudential Delaware to Prudential 


New York, and he is the gentleman whose affidavit is 
before you in answer at this time. 
Now, for the assignment, Mr. Shippee was actually 


on both sidesof the transaction. He executed the 


pavers for Prudential Delaware. The transfer and the 
receipt he executed for Prudential New York. Indicating, 
the continued contro] and the possession of 
Prudential Delaware is the fact that in October 1966, three 
months after this assionment, it was the directors of 
Prudential Delaware who authorized the officers of 
Prudential Delaware to commence suit in the name of 


Prudential New Yorx. 


Similarly, after discussions, after the passage 


of almost a year's time before suit was actually instityvts¢ 
in September of 1967, it was the executive committce of 
Prudential Delaware wno gave directions to voroceed with 

the action, and for trial counsel to appear for Prudential 
New York, and this is expressed in the minutes of the 
executive committee meeting of Prudential Delaware for 

the trial counsel to work with the counsel for Prudential 


Delaware in commencingthe suit. 


Now the complaint was served in September of 1967, 
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but the claims that are asserted there are substantially tne 
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same claims that were asserted in May of 1966 prior to the 
assignment on behalf of Prudential Delaware. Annexed 

to the moving papers as Exhibit 3 is a document that has 
been marked as Defendant's Exhibit 221 for identification 
in the pretrial proceedings, and it is a draft complaint 
that was handed to Phillips back in May of 1966. What is 
there alleged is an action between two Delaware corpor- 
ations, both doing business in New York, no federal 


cause of action, and it is in the Supreme Court, New York 


County. This action, since it was instituted, has been and 


remains to this day under the direct control of Prudential 


Delaware. It has a direct and immediate stake in the action. 
It has the power to compel through its 190 per cent 


ownership the delivery of any fruits to it. 


On the other hand, Prudential New York wasand 
roanains without corporate substance. £5 only purcose 
ue. It is in fact, your Honor, a hollow agency for 


collection. So that we come to the legal question of whethr 


er a corporation may invoke diversity jurisdiction simply 


by creating a wholly owned subsidiary under laws of another 


state and transferring its alleged claims to that 


subsidiary for collection. 


Now since 1948, the controllir7 stz:ite has been | 
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Section 1359, to protect the Federal Courts from manufactured 
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assignments for suit. And we have had since 1969 an au- 
thoritative statement by the Supreme Court of the United 
States, speaking by a wnanimous bench of eicht members, 
through Mr. Justice Harlan, in Cramer v. Caribbean Mills, 
394 U.S. 823, whith is cited initialiy at pages 7 and 8 of 
Our main brief. 

There,the District Court had denied a motion to 
dismiss for lack of subject matter jurisdiction. 
case proceeded to trial, to a jury, and then, after all 
of the effort and time devoted to the inas for the 
trial, the Court of Appeals dismissed .Ck federal 
subject matter jurisdiction. And the Supreme Court of 
the United States affirmed, and Mr. Justice 
clear that where a substantial interest is retained 
an assignor, and the assignment has been in substantia 


part notivated by a desire to have a 
available, that it falls within -- these were the Court's 
words -~ the core of Section /359. Essentially, it is 
retention of a substantial interest, plus a motive or 
purpose to invoke diversity jurisdiction. 


Now the fact that this plaintiff is 


candid than the plaintiff in Caribbean Mills cannot be 


test of federal jurisdiction. 
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What did Mr. Shippee say inhis pretrial deposition’ | 
annexed to the reply affidavit, as Exhibit 3B? 

MR. FARRELL: t didn’t get a copy of that. 

MR. Mac CRATE: It was served on your office, 

Mr. Farrell. I am sorrv. 

FARRELL : Doesn't do anv good here. 

COURT: Don't you have an extra copy? 

Mac CRATE: We certainly have. 

COURT: May I say, I don"t find it myself. 
Must be working its way through the Xerox machines of this 
courthouse. 

MR.Mac CRATE: I regret, your Honor -- I had under- 
stood it was here around noontime, and also after being 
served on Mr. Farrell at that time. I avologize. It was 
my intention, vour Honor, that the Court would have this in 
aavanee of argument and -- 

THE COURT: It de@.quite all.right, but if 
new material in here, Mr. Farrell will have to have 
onportunity to give it some consideration. 

MR. Mac CRATE: I appreciate that. 

What I wanted to invite was the Court's attention 
to Exhibit B to the reply affidavit, which is an excerpt from, 
Mr. Shippee's deposition. Mr. Shipree is the affiant 


whose affidavit is before your Honor. On page 913 of the 


Exhibit 
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deposition, the question was asked of Mr. Shinnee: "Did 


you ever hear of a proposed asSignment bv Prudential, a 
Delaware corporation, to Prudential, a New York corporation, 
of an alleged claim against Phillips? 
"A Did I ever hear of a discussion? I don't recall 

that I heard of suca discussion." 

And Mr. O'Neill, who was revresenting Prudential 
at that deposition, interposes: "I think we should note 
for the record that the complaint itself indicates that there 
was an assignment, Mr. Mac Crate." 

To which I responded: 

"My question to Mr. Shippee is if he ever 
of such a proposed assignment." 

And Mr.Shippee's answer: "I don't recall 
I ever heard of such a proposed assignment. 


ns , Were the reasons of such an assiqanment ever 


sed with you? 


Not that.z recall.” 

Your Honor will also find on page 923 the succestiuh 
by Mr. Shippee that these matters were for the lawvers in 
drawing up the proper papers, so that today, in contrast 
to what Mr. Shippee testified in his deposition, we are 
given an elaborate explanation of this assignment, and we 
get that only from Mr. Shippee. His lawyers are quite 


| 
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silent. And it is an interesting thing because it was the 
lawyers decision in Cramer v. Caribbean HNilis that was the 
basis for the Supreme Court of the United States holding 
that there was no subject matter jurisdiction and that where 
the lawyers had made a decision to take the necessary step 
to transfer a claim from a Panamanian corporation to a 
Texan, and to retain the right to get back 9-1/2 per cent 

of the proceeds of any such action, that that kind of an 
assignment was rot one that would be recognized for npurvoses 


of diversity jurisdiction. 


Now any window dressing that is put on this 
assignment by relating it to other matters in which these 
corporations were engaged is irrelevant. This is just a 
lawsuit. There is no separate business to be placed in 


another corporation. All of the notion that is advanced in 


the answering papers falls away as nothing, when one 
examines what this particular corporation was being esked 
to do. And it has always been the i9% per cent parent of 


the plaintiff that we find now has been calling the shots ani 


that recovery as it will. 


| 
| 
. e . | 
is the one who benefits from any recovery. It can do with | 
} 


Now, it is long recognized that assignments between| 
related corporations must be carefully scrutinized, your 
Honor. And there is a line of cases cited in our main | 
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brief, commencing with Lehigh Mining v. Kellv in 
U.S. 327, in the United States Supreme Court. That is at 
pages 9 and 10 of our brief; whereas here a related corpor- 
ation could compel reconveyance without any consideration 
of what a Virginia corporation had passed to a Pennsylvania 
corporation in order to assert against Virginia individuals. 

Similarly in Miller and Lux v. East Side Canal 
in 211.U.8. 293, which is at page 11 of our main brief, thereari 
as here ,assets in exchange for stock. 

THE COURT: You don't have digest those cases 
because the Court will read them. 

My understanding of them is, however, that motive 


for the assignment is a factor, even an assSicnment from a 


parent to a subsidiary; just the mere presence of an 


assignment from a parent to an otherwise nak subsidiary, 


if there were a proper motive or a motive u 
Federal jurisdiction or diversity, would not necessarily 
trigqer the the test of Miller and Lux. 

MR. Mac CRATE: Your Honor, a proper motive 
or another motive is not sufficient in the assignment 
cases. There is a clear delineation in the development 
of the law, and Mr. Justice Harlan makes this clear in 
Cramer v. Caribbean -- 


May I take just a 
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here Greere & ‘White which I happened to bring downstairs 


with me, and which I think factually is about as close as you | 


| 
could get to the view that you have of this case. And they say 
there on page 127, Greere& White Construction Company, | 


i 
| 
| 


361 Ped. Supp., 125, where the motivation for the assignment | 


is to vest the Federal Court with jurisdiction, the transfer | 


will be deemed collusive, the transfer referring back to 


| 
{ 


a transfer where the stockholders of the parent have the right 
and power to compel the subsidiary, also controlled by 
those same stockholders, holding the legal titie to a 


through assignment, to reconvey such title to the parent 


without a valuable consideration; that is the equivalent 
for federal jurisdictional purposes of an agreement to do 
so. 

Now, still it seems to me that motivation is 
1 factor, and the reason I am spending a moment to discuss 
that with you, is, = don't understand how vou can ever 
determine motivation on papers. It seems to me that to 
deterinine somebody's motivation, those persons having 
competent knowledge of the motivation or mowlede af the reincor, 
ation would have to come in and tell us under oath, and the | 
Court would be in a position to assess the credibility, 
and make the findings of whether this assicnment was done 
with a motivation which I previously quoted to you from Greene 
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& White, which I think is probably the best statement of this) 


rule we have before us. 

MR. Mac CRATE: Your Honor, we cite Green & 
White at pages ll and 12 of our brief, and in there, in our 
citation from the case, we quote what the Court says, that 
the plaintiff invoking federal jurisdiction must bear a heavy 
burden, and I submit, your Honor, that any failure in a demo- 
stration of the absence of a motive to invoke federal juris- 
diction, any failure must rest upon the plaintif£,: and 
in this situation where we have Mr. Shippee saying that this 
was all a matter for the lawyers, and the lawyers don't come 
forward and say one word in the answering pavers; .and they 
put the client forward who doesn't disclaim that it was a 
tactor, and this is the i soudht to stress, 
that in an assignment case, as distinquished froma quardian 
or executor case, it is not that there is no complete 
avsence of any other reason. It is simmolv that diversi, 
jurisdiction was a substantial motive. 

Now in this case we have a draft complaint in 
flay of 1966; two months later we have the transfer from 
the Delaware wrporation to the New York corporation 
with, as Mr. Justice Harland indicated, as the second impor- 
tant factor, the retention of the interest and the con- 


trol. It is not ar absolute transfer. 
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THE COURT: Oh, that is quite clear, but I am just 


cnmanned in how I would make a finding which you are asking 
me to make, a finding of fact that they had the motivation. 
Their affidavits in response to your motion here, and 

I have not read every word and paragraph of them, but they 
seem to make a iii argument that they had ne 
collusive motivation and the president of the corporation 

I suppose can make such an affidavit on information and 
belief, he doesn't have to require the attorneys to sicn 
an affidavit, and I am just wonderine if we are not faced 
with a problem which in the absence of a concession or a 
clear showing on the record would need an evidentiary 
hearing. because ‘the Court would have to find, as I under- 
stnad it, two prongs to satisfy it. The first one you are 
clear on. You have an assignment where there is an abso- 
lute riaght to compél reconveyance. I don't think that 
will be disputed here. But the second aspect of it, whether 
the motivation for the assignment was to vest the Federal 
Court with jurisdiction, to make that kind of a finding 
without a plenary, evidentiary hearing, which the Court 
would beentitled to hold, and could make findinas after 
hearing, but I don't see how that can be resolved in a 
battle of affidavits. 


MR. Mac CRATE: Well, I submit, your Honor -- 
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THE COURT: Fven if their affidavits aren't as qood| 


| 
" 
| 
| 


as they ought to be. 

MR. Mac CRATE: This is a matter that is peculiar 
within the province? of the lawyer as to what will provide 
federal jurisdiction. | The fact -- 

THE COURT: It is in se province of anvbody 
who has knowledge, who has direct personal knowledce. 
us take a hypothetical case. 

MR. Mac CRATL: Mr. Shiovee says he has none. 
The affiant here says that he does not know or cannot 
recall the reasons for the assiqnment being discussed with 
him. 

THE COURT: But they were not collusive, says he. 


MR. Mac CRATE: But collusive, according to 


| 


Chief Judge Kaufman, in this context is not fraud, it is not 


concealment, it is taking and manufacturing -- this is the 
word that has become nopular in all of the cases under 135% 
manufacturing a federal claim. 

THE COURT: When the claim arose thev had diver- 
sity, didn't they? 

MR. Mac CRATE: That is not clear, your Honor, 
because when this claim arose is in dispute. 
Itwas only asserted in 1966, when they had no diversity. 


THE COURT: But weren't all your transactions 
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orclaimed transactions during a neriod of time when they were | 
{ 


in Connecticut? 

MR. Mac CRATE: The principal transactions were 
with Prudential Connecticut, that is correct. But it 
had disappeared. There was an absolute defeasance in that 
case. It was the kind that has historically transferred 
a cause of action from one jurisdiction to the next. 

THE COURT: For some totally frivolous reason 
unconnected with this litigation, they chanced it from a 
Connecticut corporation to a Delaware corporation, the same 
as if an individual had picked un his household goods and 
moved to iat asi: It wasn't an assignment. It was 
just a reincorporation. 

MR. Mac CRATE: Correct, your Honor. 

COURT: All right. 

MR. Mac CRATE: That the burden of vroving 

jurisdiction rests with the plaintiff I think is clearly 


established by McNutt v. ~=- 


THE COURT: Well, please don't gc into the cases. 


I understand your theory, and I think I uiderstand the 
facts, and I think I am almost ready to hear from your 
adversaries. * 

MR. Mac CRATE: Let me just, before I sit down, 


make these final voints, your Honor. 
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I submit that a totally insubstantial reason is 


facts that we have here. What is advanced is the suggestion 


that there was some hidden motivation, that a person could 
always reconstruct. If a court were reduced to a highlv 
subjective state of mind to make a decision of this char- 
acter, there would be no end, and that is what your Honor 
is being asked to do. 

You have a completely separable issue of juris- 
diction. It is in no way intertwined with the facts on 
the merits. It is for your Honor to decide. 

THE COURT: Well, I agree with that. But I have 


some misgivings of deciding what may be a factual issue on 


| 
| 
| 
| 
not an adequate reason to take a case out from under the agreed 


papers. I think I could try this in half a day. We will 


get this man up here and let him testify, and if anyone 


has knowledge, they can testify, and I thinkthat -- 


of course, the plaintiffs will have to show a jurisdictianat 


basis. That's their burden to satisfy the Court that they 
a subject matter jurisdictional basis. 
I think this Greene & White case is the basic 
authority here. Or it states the rule as best I can 
find it in the context of this particular tvne of case. 
All right. Let me hear Mr.Farrell. 


MR. FARRELL: Thank you, your Honor. 
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I am going to try to confine myself to the things 


that appear to be bothering you, and I won't reneat so much 


what's in the affidavits. 
THE COURT: 
that an assignment to a wholly owned subsidiary where 
all or substantially all of the stock of the subsidiary 
continues to be owned by the parent satisfies the concept 
I just qoted to Mr. Mac Crate out of the Greene & White 
case. What I'd really like you to concentrate on is 
the question of motivation for the assignment to vest 
the Federal Court with jurisdiction. 
MR. FARRELL: That is exactly what I was going 
to do, your Honor. 
THE COURT: The other half of it I think they 
have shown pretty clearly. 
MR.FARRELL: There's no question about it. 
«everc doubted it. Obviously the parent can control its 
subsidiary. 
THE COURT: Ana they do now, is that correct? 
MR. FARPELL: Correct. 
THE COURT: Your parent corporation in Delaware 
has all the stock? 
MR FARRELL: Well, since then, your 'ionor, in 192,| 


for wirelated reasons, it's been a downstream meraer of 
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a former holding company into Prudential Funds, but the 
answer is yes for our purposes. 


THE COURT: Who now owns all of the stock of 


this New York plaintiff? 


MR. FARRELL: Prudential Funds which was originally! 


another eubadaiacy of Prudential of Delaware. 

THE COURT: But Prudential Funds is a Delaware 
corporation. 

THE COURT: It's a successor in interest of the 
original assignor. 

MR. FARRELL: Yes, your Honor, that is of the -- 
yes, of the original assignor. There was what they cali 
a downstream merger where the parent was merged into 
one of the subsidiaries along with all of its other as- 
sets, in around '72, well, after this case was started. 

THE COURT: But you are not relying on that as 
having any bearing. 

MR. FARRELL: No, not at all. Not at all. 

THE COURT: All right. 

MR. FARRELL: What I would like to point out is 
that Mr. Mac Crate has, I think, overstated the rule, and 
I agree with Mr. Mac Crate only in one respect, in that we 
don't need an evidentiary hearing, and I wild explain why. 


The last word of the Second Circuit on this 
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2 | particular issue -- and Mr. Mac Crate has attempted to 
3 | distinguish the case on the ground it involved a fiduciary 
4 | instead of an ass‘qnee -- but Judc2 Kaufman's lanauage was 
5 | quite clear, and he said that the purpose of Section 1359 | 
6 | was to prevent agreements wiose primary aim, primary aim was | 
7 | to -- 
8 | THE COURT: Is that different than motivation? | 
9 MR. FARRELL: No, but your Honor, the showing | 
| 
10 | that has to be made -- and I think this is what Mr. Mac Crate! 
11 | has to make although I don't want to get into the thing atsniut 


burden of proof -- is that our primary aim was to vest this 


Court with jurisdiction. 


Now, what you had here was the following: You had 


a situation where one of the businesses of the original 


16 Prudential Delaware was very successful. It was the 


bg offer management of drilling and gas leases. That 
was an extremely successful operation, and it kept expanding. 
You aiso had a number of other small contincent, 


inchoate, whatever claims. The thing with Phillivs was 


then it becane a claim and finally 


for a while an interest, 


But the fact was that that had been in 


became a lawsuit. 


that corporation for a long time. In addition there was 


an interest in a piece of property in Madrid, Spain, 


and it had a number of other small interests which couldn't | 
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really very well been valued. 

The situation then arose that they thought 
that they would have a public offering of the stock of 
whatever corporation held the drilling funds, which was 
the successful operation, and they would turn Prudential 
Delaware, whose name was then changed to Prudential 
Equities, into a bare nolding companv. 

As a result they dropped down -- if you take a 


chart. with the parent at the top -- they dropped down 


| 
| 


about four or five corporations, one Prudential New York, for 
the Phillips claim -- 
THE COURT: Why New York? 


MR. FARRELL: Your Honor, our office was there. 


That's exactly where we had our office. Mr. Mac Crate's 


got to argue that tehave got to qo out of state to form a 
corporation where our office, our officers, our counsel, our 
bovks are all in New York. 

THE COURT: What were they doing in these offices? 
They had nothing but a lawsuit according to the papers. 

MR. FARRELL: Your Honor, according to the papers, 
by the time we got to 1966 they had nothing but a lawsuit 
but it was still a claim, and you could not have that claim 
in the corporation that was going public. 


THE COURT: When the assignment took place, 
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what else was in the possession or the scope of activities 
of the assignee? 

MR. FARRELL: Well, we contend, your itlonor, that 
we still had an interest in a joint venture. 

THE COURT: Yes, you have repudiated that and are 
suing them. 

MR. FARRELL: Not for 14 months, your Honor, 
after this assicnment did we sue them. 

THE COURT: What is this business abouttendering 
a complaint to them? 

MR. FARRELL: We did earlier, we dic. 

: 

THE COURT: So when you did that that meant that 
you had a dispute? 

MR. FARRELL: Sure, wehad a dispute, we knew we 
had a dispute, but we thought we micht be able to settle 
it and besides which we were trying, durinc all this period, 
to work something out. In other words, there 
limited assignment of a claim. If you read these vavers 
it is quite clear we assign any interest in *hat Phillips 
Puerto Rico project. 


THE COURT: Well, I can't bring mv eyes to the 


' practicalities. 


MR. FARRELL: Well, your Honor, whether or not 


there was nothing there but a claim, the fact remains that 
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if in fact we wanted to make separate corporations for each 


™~s 


of our interests in order that one which had the most 


prosperous business could offer stock to the public, we were 


not required, and I don't think there is any case that savs 


that, to form a corporation which would destroy diversity. 
Once we had a motive to form a corporation, to dron 
all these interests -- 


THE COURT: But you had no diversity to begin 


MR. FARRELL: That is correct, your Honor. 


to begin with, not to begin with. After Connecticut 


was.no diversity for a period. 


THE COURT: You wilfully and knowingly, as the 


expression goes, took your operation from Connecticut to 


Delaware? 
MR. FARRELL: Right, correct. 


THE COURT: When you did that you extinauished 


diversity? 


MR. FARRELL: Correct. 


THE COURT: We are not talking about destroying 
Giversity. We are talking about recreating 
MR. FARRELL: Your Honor, I must 


THE COURT: When I say you, I don't suqgest that 


| 
q 
1 
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MR. FARRELL: No, it was not. But, your Honor, 
what really you have to say, I think even to have a hearing 
in this case, is that 1359 must be read that even though 
you have a perfectly proper legitimate reason, business 
reason to transfer an asset or a claim to a subsidiary -- 


THE COURT: In another state? 


MR. FARRELL: You must -- 


THE COURT: What is the proper 


MR. FARRELL: Excuse me, your JIonor -- vou must 


choose a state outside of the offices of that very corpor- 
ation. In other words -- 
THE COURT: Where is the business reason for 


transferring it to Connecticut, to New York, rather? 


‘MR. FARRELL: The business reason for transferring , 


it to another corporation was -- 
a eee Tell me why 
Haw York. 
MR. pi Because our books were tnere, 
our records were there 
THE COURT: That doesn't wash. 
MR. FARRELL: Our office was there. What was the 
reason to go to Delaware? We could have gone to any of the 


50 states, your Honor. But we are in New York, our counsel 


is in New York, our office is in New York. That is not 
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the only vue York corporation we formed. We formed another 
New York corporation at the same time which had nothing to 
do with Phillips. w@ had a Puerto Rican corporation. 
And we had a Spanish corporation as — as the Delaware 
corporation. . 

THE COURT: But they all had business, didn't 
they? 

MR. FARRELL: Well, no. The Puerto Rican 


corporation was formed to try and work this thing out with 


Phillips, and that never got too much of much either. Some 


of them did, some of them didn't, your Honor. As I Say, 
there were a number of inchoate claims or interests, and 
they were all assigned to different coprorations. And 
the New York corporations were Prudential Land, which was 
to hold some land interests in these drilling funds, and 
Prudential Oil Corporation, which received the Phillips 
matter, The Spanish corporation was for the property 

in Madrid, and the Puerto Rican, the other Puerto Rican 
corporation was, or the Puerto Rican corporation was for 
what was hoped to have been a satellite Plant, Phillips 
Corporation. We had, in other words, five subsidiaries, 
one of which was a Delaware corporation, the others of 
which weren't. The public corporation was the Delaware 


corporation. 


: 
| 
| 
| 
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THE COURT: All right. And you believe I can 


client without having an evidentiary hearing, that's 


ny 


your position? 


| 
| 
dispose of these matters on these papers favorably to your | 
| 


MR. FARRELL: It is, your Honor, it is. think } 

that as long as -- | 
TH COURT: In Judge Tyler's words, counsel | 

eschewed an evidentiary hearing. 
| 

MR. FARRELL: Your Honor, if vou are now telling | 

me that you don't think you can decide it without an | 


| 
evidentiary hearing, I am not going to -- 


THE COURT: I'd have to read the papers again. 


MR. FARRELL: But my position is, your Honor, that 


it beggars belief that a corporation would go through a 


reorganization in 1966 of the size of this reorganization | 
when its only motivation was to put the Phillips matter satin 
a Jew York corporation. I also say that once we had a | 
legitimate reason -- I think Greene & ‘yhite even supports ! 
that -~ once we had a legitimate reason to make the | 

| 
assignment, we didn't have to choose a corporation which wou li 
be incorporated in the same state as Phillips simply iaiei) 


that assignment would then give us diversity jurisdiction. 


THE COURT: But if you went out of your state | 


| 
Exhibit B 
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so and the one you come up with, that an office and books 


and records and so forth of what the papers indicate is 
a company that had a chose in action, they have a lawsuit. 
How many people worked in this office? 

MR. FARRELL: Their officers were combined with 
the other officers. 


THE COURT: How many employees did they have 


MR. FARRELL: Your Honor, I don't know that. 

THE COURT: Did they have any? 

MR. FARRELL: They probably had a counle 
officers. 

THE COURT: I'd like to know the answer, how many 


hours they worked, what their salaries were, what business 


they were doing. It looks to me as if ymhad a shell 


corporation owning a claim. 

MR. FARRELL: That is true, but if it were true, 
your Honor, if it were true, that would dispose only of the 
first prong, not the second prong. Now, you said several 
times, and I'd like to address myself to that, when you go 
outside of your state -- now, we are not going outside of 
our state. The Delaware corporation didn't have its main 
office in Delaware. It was formed in Delaware probably for 


the same reason that Phillips was formed in Delaware, which 
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has its main office in Bartlesville. 
THE COURT: Where was its main office? 
MR.FARRELL: In New York. 
THE COURT: The parent? 
MR. FARRELL: Yes, and that is the thing, appar- 


ently, I didn't get across. Everybody was in New York. 


The parent and all the subs had their offices in a single 
suite at Rockefeller Plaza in New York. Actually to have 
formed a Delaware corporation under those circumstances 


would have been to go out of the state. The corporation 


was formed where the officers were, and where the counsel was, 


and where the physical -- theonly physical assets that any 
of these corporations had were all in New York. We have 
an official Delaware address for the parent. That was 


it. So nobody went out of the state. And I really want to 


emnhasize that, because I think you twice asked whv we 
wout Outside of the state. 
THE COURT: So I didn't understand the answer the 


first time. 


MR. FARRELL: Iam sorry, your Honor. I just 
want tc be sure you did now.. 

THE COURT: IT think what I ought to do, 1 ought 
to give you some time to read the reply affidavit, and if 


you want to submit any additional papers which would be in 


Exhibit B 
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response to it, since you didn't get it until the argument 


began, I will give you a reasonable time to do that. 

MR. FARRELL: Thank you. 

THE COURT: Will a week be enough? 

MR. FARRELL: Oh, yes, your Honor. 

THE COURT: If you find earlier that you don't 
want to respond to it, then please write a note to your | 
adversaries with a copy to the Court or vice versa and tell. j| 
me you don't want to do anything further. And I will reserve 
decision, and read all these papers more fully, they being 
somewhat lengthy, and see what it looks like. 

MR. Mac CRATE: Might I, your Honor, just add 
one word in reply to Mr. Farrell's statement with respect 


to the facts so that it is clear -- 


THE COURT: Mr. Farrell is standing on the pavers. 

MR. Mac CRATE: He perhaps overstated the papers. 

THE COURT: If he did, he can't helo himself by 
doing So. The Court will read the papers. | 

MR. Mac CRATE: I simply wanted to point out -- 

THE COURT: How do you say he overstated it? 

MR. Mac CRATE: Prudential Delaware never 
sought to go public. Prudential Delaware made a transfer 
to a Delaware corporation and it was another Delaware 


corporation that went public. There wasno reason, 
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there was no reason why this claim had to go out of 
Prudential Delaware. It could have stayed riaht in 
Prudential Delaware, and not have affected the company that 


went public two years later. This going public was not 


until the end of 1968. And this is the kind of voroblenm 

we get involved in once the ingenuity of counsel is brought 
to bear to explain what has gone on. We had a very simple 
time sequence of showing a complaint, making the transfer, 
ana then bringing a claim in the Federal Court. 

MR. FARRELL: Your Honor, I think I was perfectly 
clear on that. The reason we did it was that Prudential 
Delaware was converted into a bare holding company. I said 
that, we dropoed off in a Delaware corporation, the drilling 
funds, and we dropped off into other corporations, some 


New York, some Puerto Rico, some others, the various 


claims, leaving Prudential Delaware as a holding company, 


which was part of the plan. And this was -- incidentally 


THE COURT: Who held the holding ccmpany? 

MR. FARRELL: The original stockholders of 
Prudential Delaware. That was the one that was merged down 
stream, your Honor, earlier in my argument. 

THE COURT: That is all in the papers, is it? 

MR. FARRELL: Net the down stream merger, because 


that happenedin '72. 
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THE COURT: I have to test my subject matter 


jurisdiction here as of the present minute, and also what 


and draw an inference from it, and if you are going to 


make that request, then I have to have the whole picture to 


| 
they did -- you are asking me to take this whole picture | 
| 
| 
| 


draw the inference. I am told, from what I understand, that 
this company had a plan of reorganization whereby they 


wanted to get their most profitable component” of their 


! 


business affairs in a separate vehicle and take it public -- 
MR. FARRELL: Right, that is right. 
THE COURT: -- put the rest of their non-public 
matters in a separate vehicle to continue to own them. 
MR. FARRELL: Right. 


THE COURT: And that that is why they did these 


things and not because of a collusive desire to vest 


jurisdiction in this court. 


MR. FARRELL: That is correct, your Honor. 

THE COURT: I'd have to see the whole picture 
to draw any such inference, so it ought to be made clear if 
£¢ is. S86. I am not saying it is not because I have not 
been through these papers with a fine toothcomb because, 
you know, it would be a waste of my time. You come in 
here and argue the case, you might agree that you need an 


evidentiary hearing, you might agree to stipulate to 


c 
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something that isn't in the papers, you might do all kinds 


rn 


3 ! of other things which would make it unproductive for me 

4 | so I listen to the argument, and then I am going to -- 

5 || MR. FARRELL: Your Honor, I had suggested in my 
6 | papers -- I had two things -- first I will -- after I have 


read Mr. Mac Crate's papers -- advise you whether I want to | 


reply, but I will also bring this un to date, 


to bring in the down stream merger which quite frankly I didn't 


was appropriate because I think jurisdiction is 


tested at the time the suit is started -- 


THE COURT: Quite the contrary. 


13 | MR. FARRELL: Well, your Nonor, in any event, this 


down stream merger, the motive would still be the same, 
it would remain the same, but I will suppl 


16 | THE COURT: All right. 


7 | MR. FARRELL: However, in our brie‘ of the secon? 


18 || point, on the evidentiary hearing, we had succsested that 
19 | the matter be submitted to the jury. Now, that's nerfectl 
appropriate <= 


21 1 THE COURT: That wouldn't be our ordinary practice 


MR. FARRELL: Your Honor, there are cases that 
authorize that practice and I might point out that the issue 


of the jury -- 


THE COURT: You are the one who didn't want a jury 
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MR. FARRELL: No, I wanted the jury. 
THE COURT: It was your motion? 
MR. Mac CRATE: It was my motion, your !onor. 


MR. FARRELL: In fact, that is exactly my point. 


I think that can appropriately be put to the jury. There 


are cases in my brief in which that was done. 

THE COURT: Am I correct in concluding that if 
they can get you across. the street, they can take your 
jury trial away from you? 

MR. FARRELL: Yo are ¢« rrect in concluding that, 
but I am not sure it makes a difference. 

THE COURT: It is a 1967 case, with jurisdictional | 
motion raised in 1975. 

MR. FARRELL: Your lionor, that though 
Mr. Mac Crate, and 
naues here -- 

THE COURT: No, don't,because you Aave been to- 
yether fora long time. 

MR. FARRELL: I think this motion has been 
brought on at the very last minute. All these things 
were mown <- 

THE COURT: He has the right to do it, all juris- 


dictional matters are never waived. 


SOUTHERN DISTRICT COURT REPORTERS, U.S. COURTHOUSE Exhibit B 
FOLEY SQUARE, NEW YORK. N.Y. — 791-1020 


A 467 


MR. FARRELL: I understand, your Honor, but 


think that may give us some idea of what he thinks of 
® 


his own motion. 

THE COURT: Allright, I am reserving decision, 
and is a week enough? 

MR. FARRELL: Yes, your Honor. 

THE COURT: All right. 

Now perhaps you gentlemen would confer 


briefly inside for a few minutes. I have to go unstairs. 


Rut I'd be hansy.to see you. 


(Discussion in the robinag room off the record.) 


Exhibit B 


SOUTHERN DISTRICT COURT REPORTERS, U.S. COURTHOI'SI 
FOLEY SQUARE, NEW YORK, N.Y. ~ %9t-lu2) 


Supplemental Affidavit.of Thomas R. Farrell, Sworn to May 7 1975 


Exhibit B 


ia) 


b We @ GP 


+Ua 


J 


Me 
{ 


Toten is precisely what 


Gavit in opposition 


mony concerning the state s? incorporation sof Prudential Lana 
Corporation differs ual documentation is hardly 
wortay of comment. 7: ot certificata of incorsoration, 
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Prudential Land Corporation is a New York corporation. Mr. 
Snippee's testimony to 


him, is Simply mistaken. 
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Opinion of Judge Brieant, June 18, 1975, 


Denying Defendant's Motion to Dismiss 


UNITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OF NEW YORK 


PRUDENTIAL OIL CORPORATION, 
67 Civ. 3748-CLB 


Plaintiff, 


-against- 
MEMORANDUM DECISION 


PHILLIPS PETROLEUM COMPANY, 


Defendant. =i ul 2 ei Zz 


Brieant, J. 


By its complaint, filed on September 27, 1967, more 
than seven and one-half years ago, plaintiff, a New York corpora- 
tiou, suczd defendant, a Delaware corporation having its principal 
place of business in Oklahoma, for relief upon four separate 
claims or causes of action. Most of the facts relied on occurred 


during the period 1961 ta 1963. 


All c.aims pleaded seek equitable relief and/or damages 
under New York law. As successor by a chain of assignments, 
hereinafter mentioned, from Prudential Oil Corpcration, a Con- 
necticut corporation, hereinafter "Prudential Connecticut", 


plaintiff seeks to enforce its rights under a claimed joint 
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venture for the establishment of an oil refinery and petro- 
chemical facility in Puerto Rico. It alleges that its assignor, 
Prudential Connecticut, disclosed confidential proprietary 
information to defendant, and took and forebore from taking a 
variety of actions, in reliance on the alleged joint venture, 


and thereafter defendant appropriated the benefits of the joint 


venture for its own account. The legal theory of the claims 


pleaded has been stated variously as an equitable action to 
impress a trust, or for an accounting, or an action for damages 
as a result of an bent bond tort arising out of misappropria-~ 
tion by defendant for its own use of details, specifications, 
ideas, concepts, innovations, information contacts, engineering 
data and designs furnished to defendant in trust and confidence, 
to be used solely in furtherance of —_ joint interests of the 


parties, or all of the above. 


The relief requested includes (1) an accounting of the 
joint venture and division of the respective rights and interests 
of the parties; (2) impressing a trust on defendant's property; 
and (3) a judgment directing payment over to plaintiff of its 


rights in the venture. 
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No federal claims are pleaded, and the sole basis 
for jurisdiction is diversity of citizenship between the 


parties pursuant to 28 U.S.C. §1332(a). 


For a more detailed factual exposition of the issues 
in this litigation, reference should be had to the memorandum 


decision dated April 4, 1975 filed herein by Chief Judge 


Edelstein, denying defendant's motion to strike plaintiff's 


jury demand. F.Supp. 


As noted, plaintiff shows (Complaint, 41) that it 
“brings this action as assignee of alli 

the right, title and interest to the 

Claims asserted herein of Prudential 

Equities Corp., a Delaware corporation, 

which in turn was a successor in interest 

and assignee of the entire business, 


assets and properties of Prudential Oil 
Corporation, a Connecticut corporation." 


The answer, filed October 20, 1967, pleads as a 
second affirmative defense, that "the court has no jurisdiction 
Over the subject matter of the action pursuant to 28 U.S.C. 
§1359." 

On January 25, 1971, defendant filed in this Court its 


first series of interrogatories directed toward issues of federal 
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jurisdiction. On April 28, I971, plaintiff filed answers to 
these interrogatories in this Court. Apparently, insofar as 
can be determined, nothing further was done with respect to 
defendant's second affirmative defense until April 3, 1975, 
when defendant moved for the first time for an order pursuant 
to Rule 12, F.R.Civ.P., dismissing the action "for want of 


subject matter jurisdiction pursuant to 28 U.S.C. §1359." 


During the intervening years extensive discovery was held by 


both parties. 


Pursuant to a resolution unanimously adopted on March 
3, 1975 by the Court, all civil cases filed on or before June 
30, 19727, which have not been tried or otherwise disposcd of, 
are to be tried during the period June 1 through July 1l, 1975, 
and to effectuate this purpose, this litigation was reassigned 


to me on March 14, 1975 for immediate trial. 


At our hearing held May 2, 1975, the taking of evidence 
on the issues raised by the motion was waived. The facts 
pertaining to subject matter jurisdiction are not in dispute, 
although there is substantial controversy with respect to the 


inferences to be drawn from those undisputed facts. 
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Defendant contends that the present piaintiff, referred 
to for convenience as "Prudential New York, * “had been collusively 
made (sic) a party to this suit," and that consequently subject 
matter jurisdiction was wanting under the provisions of 28 U.S.C. 


§1359. That latter statute provides as follows: 


“A district court shall not have juris- 
diction of a civil action in which any party, 
by assignment or otherwise, has been improperly 
or collusively made or joined to invoke the 
jurisdiction of such court." 


The alas prior to July 1974 had developed a “Statement 


and issue concerring jurisdiction" for a proposed pre-trial order. 
It is clear that Prudential Oil Corporation, a Connecticut corpora- 
tion, was incorpo~ated Ls that State in 1959 and until October 
1962, maintained its principal place of business at Greenwich, 
Connecticut. Thereafter, Prudential Connecticut had its principal 


place of business in New York. 


Prudential Connecticut had been formed by Edward J. 


e 


Willey and Nathan M. Shippee “for the purpose of offering for 
sale participatic::s in administered 0il and gas drilling explora- 
tion and developrent programs." (49, Affidavit of Nathan M. 


Shippee, filed Ar-il 29, 1975). 


A 476 


Early in 1965, Prudential Connecticut was reorganized 
as a Delaware ccrporation, also under the name of Prudential 
0il Corporation (hereinafter "Prudential Delaware"). By the 
ferms of the reorganization, Prudential Connecticut was dis- 
solved, all of its assets, liabilities and goodwill were assigned 
to or assumed by Prudential Delaware, and Prudential Connecticut's 
sharehoiders received one share of Prudential Delaware stock for 


each share of Prudential Connecticut previously owned. 


In the Spring of 1966, the board of directors of 
Prudential Delaware approved the formation of two subsidiaries: 
America House, Inc., a Spanish corporation, the purpose of which 
was to develop a shepping ceuter cud office building complex in 
Madrid, Spain; and Prudential Polymer Co., a Puerto Rican corpora- 
tion, for the "purpose of engaging in activities in connection with 
the Phillips petrochemical plant complex being constructed in 


Puerto Rico." (416, Shippee Affidavit, ibid). 


In May of 1966, a draft of an unfiled, proposed complaint 


entitled in the Supreme Court of New York, New York County 
(Defendant's [Pre-Trial] Exhibit 221), was shown to one of 


defendant's officers. The draft complaint sought an accounting 


* 
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anc’ damages for breach of fiduciary duties based on claimed 
wrongful acts of the defendant with respect to the Puerto 
Rican venture. This complaint was never served or filed, but 
was employed in discussions with defendant looking towards 
obtaining performance of the claimed joint venture agreement 


by Phillips, or a settlement. 


In the summer of 1966, Prudential Delaware engaged in 
further corporate reorganization. On June 29, 1966 Prudential 
Delaware transferred to tee ies owned Delaware subsidiary, 
Prudential Drilling Funds, Inc. ("Prudential Funds"), all of its 
assets relating to its business in the management of oil and gas 
drilling ventures. It was contemplated that Prudential Funds 
would make.a public offering of unit participations in oil and 


gas exploration and drilling programs and that the public offering 


could be accomplished more readily if the offeror had aclean 


balance sheet, separated from any of Prudential Delaware's other 


ventures. Prudential Funds had been incorporated on December 21, 
} 1965, but did not begin business until the transfer. On July 13, 
1966, effective July 15, 1966, Prudential Delaware changed its 


mnhame to Prudential Equities Corp., supposedly to reflect more 
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accurately the passive, holding company quality of its post- 


reorganization operations. 


As part of the same 1966 reorganization, plaintiff 
here, Prudential Oil Corporation, a New York corporation 
("Prudential New York"), was incorporated on July 12, 1966 as a 
wholly-owned subsidiary of Prudential Equities Corp. On July 
13, 1966, Nathan M. Shippee, Chairman of the Board of Prudential 
Delaware and incorporator of Prudential New York, elected himself 
and Patricia Morel, his secretary, as directors of Prudential 
New York. The directors elected Shippee to be President and 
Treasurer and Morel as Vice President and Secretary of the New 
York subsidiary. Also on July 13, 1966, Shippee, acting mn behalf 
of Prudential Delaware, conveyed and assigned to Prudential New 
York the use of the name "Prudential Oil Corporation”, and 
Prudential Delaware's interest in the joint venture with Phillips 
in the petrochemical complex in Puerto Rico, together with any 
"claims, rights or causes of action accruing or arising from any 
of the foregoing." Shippee, acting on behalf of Prudential New 
York, executed an instrument assuming the liabilities and obliga- 
tions of the Delaware corporation in connection with the Puerto 


Rican venture. 
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At a meeting of the board of directors of Prudential 
Equities Corp., (Delaware) on September 11, 1967, Shippee reported 
te the board that efforts to settle the dispute with Phillips 


regarding the Puerto Rican venture had failed and that Prudential 


New York had no alternative but to commence suit against Phillips. 


The board of Prudential Equities authorized ti: officers of 
Prudential New York to retain counsel to work with counsel for 
Prudential Equities to prosecute an action against Phillips. 
(Minutes of the Meeting of the Executive Committee of the Board 
of Directors of Prudential Equities Corp., September ll, 1967, 
Exhibit 2 to Affidavit of Robert MacCrate, Esq., sworn to April 3, 
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Section 1359 of Title 28 was enacted to prevent the con- 
trivance of federal diversity jurisdiction by means of assignment 
and bars federal jurisdiction in any “civil action in which any 
party, by assignment or otherwise, has been improperly or collusively 
made or joined to invoke the jurisdiction of such court." 28 0.8.¢. 
§1359. In particular, under §1359, "[a] corporation cannot get 
into federal court merely by transferring its claim to a subsidiary, 
incorporated in some other state chosen with diversity in mind....* 


C. Wright, Federal Courts §31, at 102 (1970). 
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Kramer v. Caribbean Mills, Inc., 394 U.S. 823 (1969), 
holds that a federal district court lacked subject matter juris-— 
diction by reason of §1359 where a Panamanian corporation assigned 
its interest in a contract with a Haitian corporation to an 
American attorney for a of collection. The Court found 
that the assignment was "improperly or collusively made” since 
the attorney paid one dollar as consideration for the assignment 
and re-assigned 95% of the proceeds of the collection to the 
Panamanian corporation. There, it was admitted that a substantial 


[subjective] motive for the assignment was to create federal 


diversity jurisdiction. See also Miller & Lux, Inc. v. East Side 


Canal & Irrigation Company, 211 U.S. 293 (1908). 


Green & White Construction Company, Inc. v. Cormet Con- 
struction Company, 361 F.Supp. 125 (N.D. Ill. 1973) applied §1359 


where an Illinois subsidiary assigned its claim to its Ohio parent 
corporation and thereby created diversity of citizenship as against 
an Illinois defendant. The Court observed that in transactions 
between a parent and wholly-owned subsidiary, the assignor corpora- 
tion retained an interest in the claim because reassignment could 


be effected at will, holding: 
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“Corporate formalities should yeild to realistic 
analysis, and it is obvious that when a wholly- 
owned subsidiary assigns a claim to its parent, 
just as in the reverse situation, the same set 

of stockholders running both corporate forms 

can transfer title to that claim freely between 
them. In each case the transferor, whether it 

is the parent or the subsidiary, realistically 
retains a substantial pecuniary interest in and 
power over the outcome of litigation which it 
assigns to the other. The rationale of Miller 

& Lux [211 U.S. 293 (1908)] prohibits such a 
transfer if made for the purpose of obtaining 
federal jurisdiction, regardless of whether it 

is made in the first instance by the parent or 
the subsidiary. While it is conceivable that a 
subsidiary could prove that an assignment was 
made to its parent, or vice versa, for legitimate 
commercial reasons independent of the desire to 
litigate in a federal court, it must bear a heavy 
burden of proof since the close relationship 
between parent and subsidiary necessarily presents 
opportunities for the collusive manufacture of 
such reasons." 361 F.Supp. at 128. 


As the Court noted on the hearing of this motion, the 
test for identifying collusive assignments is two-pronged. The 
first inquiry is whether the assignment is "of a transactional type 


which places nominal plaintiffs in a position to assert the real 


interest of another? This standard is objective and functional.” 


Farrell v. Ducharme, 310 F.Supp. 254, 258 (D.vt. 1970). An assign-— 
ment by a parent to its wholly-owned subsidiary, where as a matter 


of law an absolute right to compel reconveyance always exists, 


clearly places the assignee plaintiff in such a position. The 
second inquiry is whether the particular transaction was designed 
to acquire diversity jurisdiction. The standard here is sub- 
jective and "minor reasons born primarily in the light of hind- 
sight ... advanced before the court to camouflage an [assignment] 
where the only substantial purpose was the ‘creation of jurisdiction" 
will not satisfy the edict of §1359. Farrell v. Ducharme, supra, 


261. 


But if the assignment was made for a bona fide business 
purpose, wholly apart from acquiring federal jurisdiction over 
the instant claim, then it was not “collusively made ... to invoke 


{federal} jurisdiction." 28 U.S.C. §1359. See Henley & Co. v. 


Miller Golf Equipment Corporation, 300 F.Supp. 872 (D.P.R. 1969); 


National Surety Corporation v. Inland Properties, Inc., 286 F.Supp. 
173 (E.D. Ark. 1968). 


As noted, in 1966, Prudential Delaware engaged in a 


comprehensive plan of reorganization and inter-corporate assignments 


~ 


which had a bona fide business purpose, namely to facilitate an 


intended public offering of unit participation shares in its oil 
and gas drilling programs. In order to make Prudential Funds appear 


to be a more desirable investment. Prudential Equities (Prudential 
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Delaware) created several single-purpose subsidiaries and assigned 
to each one a particular projectthat had been initiated by the 
parent corporation. In particular, Prudential Delaware intended 


te aissociate Prudential Funds from its more speculative ventures, 


such as its claimed interest in the Phillips petrochemical plant 


operation .2/ In. National Surety Cor oration v. Inland Prorerties, 
Inc., supra, the Court found a sufficient business purpose, and 
an absence of collusion to fix jurisdiction, where an assignment 
of title to foreclosed property was made by a corporation, which 
was required to borrow heavily and did not want its balance sheet 
to reflect investments in fixed assets, to a corporation owned by 
a person associated with the assignor corporation, although the 
sole consideration for the assignment was 4 mortgage on the 
property. The desire of a corporation to make its balance sheet 
appear more simple and attractive to lenders and investors is a 
legitimate commercial concern present in this case, which negates 


any inference of a collusive assignment to create diversity. 


The selection of New York as the state of incorporation 
for this subsidiary had a substantial purpose, quite apart from its 


litigation consequences. Prudential New York had only one asset, 


A 


the right, if any, to participate in the Puerto Rican petro- 
chemical plant venture with Phillips a to share the proceeds 
of that operation. Until such time as the differences between 
Phillips and Prudential were resolved, whether by negotiation 
or by litigation, it was unlikely that Prudential New York 
would require anything more than the caretaker efforts of the 
staff of the parent corporation which had its principal place 
of business in New York. From 1962 on, Prudential Connecticut 
and its corporate successors all had their principal places of 


business in New York. 


On the same date that Prudential New York was incorporated, 


Prudential Land Company, Inc., anuther wholly-owned suusidi>ry, was 


incorporated in New York with the stated purpose of engaging in the 
acquisition and management of real property. Furthermore, Prudential 
Delaware had already formed Prudential Polymer, a Puerto Rico 
corporation, "for the purpose of engaging in ataetitios in connec- 
tion with the ... Phillips project." (Minutes of the Meeting of the 
Board of Directors of Prudential Delaware, April 27, 1966, Exhibit J 


to Shippee Affidavit, filed April 29, 1975). 
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The entire course of Prudential Delaware's activities 
commencing in 1966 evidence an intention to effect a comprehensive 
plan of reorganization, designed to compartmentalize the various 
undertakings of Prudential Delaware and to isolate them from the 


proposed activities of Prudential Punds,. 


In sum, it appears that Prudential Delaware had a valida 
business purpose for making this assignment and that its selection 


of Prudential New York as the corporation to administer its rights 


in the claimed joint venture was One Of several options reasonably 


available to Prudential's management, which would have had the 
concurrent effect of conferring federal diversity jurisdiction. 
This Court will not attempt to test this exercise of business 


judgment by wisdom acquired after the event. 


Moreover, the assignment was made on July 13, 1966, some 
fourteen months prior to the commencement of this action. Although 
a draft complaint entitled for filing in New York state court had 


been prepared at the time that the assignment was made, plaintiff 
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lid not commence this action until a significant period of time 


aad elapsed after the assignment. 


It was not until September 11, 1967 that Shippee informed 
the Prudential Delaware Board of Directors that resolution of the 
dispute with Phillips had become impossible. It may be inferred 
that, during this fourteen month hiatad: there remained some 
expectation that amicable resolution of the dispute could be 
pelaeved, possibly on terms that would have permitted Prudential 


to participate actively in the Puerto Rican venture. 


Under the circumstances of this case, the Court does 
not attach great significance to the fact that the sole asset of 


Prudential New York is its claim here, and that its scie current 


business activity is the prosecution of this action, because this 


— net the necessary consequence at the time the assignment was 
made. The commercial situation presented here differs markedly 

from a naked assignment by a parent corporation to a dummy subsidiary, 
incorporated on the eve of litigation with a view to obtaining 


federal jurisdiction. Cf. Greater Development Company of Connecticut, 


Inc. v. Amerlung, 471 F.2d 338 (lst Cir. 1973). 
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Indeed, this plaintiff, if desiring to collude, was 
so situated that it could have clothed the New York subsidiary 


with sufficient unrelated activities had it sought to do so. 


Accordingly, the Court finds that there is diversity jurisdiction, 


and that federal jurisdiction here has not been obtained by means 
of a collusive assignment, as prohibited by 28 U.S.C. §1359. 
Defendant's motion to dismiss the complaint for lack of subject 


matter jurisdiction is denied. 


In reaching the conclusion that the assignment was not 
collusive, this Court has drawn inferences from uncontested facts 
demonstrated by admissions, answers to interrogatories, concessions 
of counsel made in Court, and affidavits, the veracity of which are 
not seriously traversed. In doing so, we are reaching conclusions 
from facts, rather than finding facts. Under the latter circum- 
stance, our determination would be valid, and binding in the event 
of appellate review‘unless "clearly. erroneous." Rule 52(a), 
F.R.Civ.P. See Zenith Radio Corp. v.- Hazeltine Research, Inc., 

395 U.S. 100, 123 (1969); Biderman v. Morton, 507 F.2d 396 (24 Cir- 


1974). But here, an appellate court will be equally able to draw 


the inferences. As the Court of Appeals noted in Dopp v- Frenklin 


National Bank, 461 F.2d 873, 879 (2d Cir. 1972): 


“This is not a case ... where there was an 
evidentiary hearing below and the credibility 
of witnesses played an essential part in the 
district judge's determination. We are in 

as good a position as the district judge to 
read and interpret the pleadings, affidavits 
and depositions and thus have broader 
discretion on review." 


This presents a difficult problem for both parties to 


this action, neither of which has requestec an evidentiary hearing... 


The fact situation here is complex, affecting events which occurred 


many years ago. It would reflect poorly on the administration of 
justice if these parties engaged in an extensive trial of the 
underlying issues, the outcome of which later, upon appellate 

review of the — judgment, turned out to be void for want of 
subject matter jurisdiction. The situation may present a proper 
circumstance for appellate review of this interlocutory order, and 
the Court will, if requested, certify the question of subject matter 
jurisdiction for an interlocutory appeal pursuant to 28 U.S.C. 


§1292(b). 


Furthermore, the Court renews its suggestion made to 


the parties at a prior informal pre-trial] conference, that this 
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action should be discontinued without prejudice and without 

costs, and the parties should pursue their pending litigation 

in the New York State Supreme Court, where all of the same 

issues may be litigated without any question as to the subject 
matter jurisdiction. Unfortunately the latter course may present 
a tactical problem because of the cepaiiabatie that plaintifr could 
be denied a jury trial in that court, as a result of having 
joined.in a single lawsuit, equitable claims and claims for money 
only. Cf. New York CPLR §4101 and Coqswell v. New York, New 
Haven & Hartford Railroad Co., 105 N.Y. 319 (1887) (suggesting that 
such joinder waives entitlement to a jury trial as a matter of 
right). The parties if so advised, undoubtedly could stipulate 
for trial by jury, or obtain the assent of the New York Supreme 


Court to try the case there by jury. 


Purther, and in closing, it must be observed that the 


problems raised here, will, if an interlocutory appeal is certified, 
prevent trial of this case during the period required by the Plan 
for the Disposition of Old Cases adopted by this Court, previously 
mentioned. 


Settle order on five (5) days notice. 


New York, New York CHARLES L. BRIEANT, JR, 


June 17, 1975 CHARLES L. .R8IEANT, JR. 
Ws Se = J. 


Foo? R OT E 
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Obvious to the Court, although not asserted in so many 


words at the argument, is a realization on the part of Prudential’ 


sophisticated management, that before it could offer the drilling 
units to the public, it would have to comply with applicable 
provisions of the Securities Act of 1933, and "blue sky" laws 

in effect in various states. Almost without exception, such 
compliance requires disclosure to the potential investor of 

the certified financial statements of the issuer. A financial 
statement which contained reference to claimed participation in 
a joint ounkuce disavowed by the secsnanliiou joint venturer, and 
open to litigation, would present great perieee ee in 

effecting compliance by full and fair disclosure *ithort over-— 


stating or understating the value of the asset, or misleading 


with respect to the controversy with Phillips, and would raise 


questions in the minds of those officials charged with enforcing 


such disclosure requirements. Problems of that sort are not 
likely to smooth the way for sale to the public of oil and gas 
drilling units, which have nothing to do with the Puerto Rican 


refinery. 


Ss 


Order of the District Court, July 7, 1975, Denying 


Defendant's Motion to Dismiss and Certifying the 
Question of Subject Matter Jurisdiction for 


Interlocutory Review Pursuant to 28 U.S.C. sec 1228 (B) 


UNITED STATES DISTRICT CCURT 


SOUTHERN DISTRICT OF NEW YORK 


PRUDENTIAL OIL CORPORATION, : 49] 


Plaintiff, 
67 Civ. 3748 (CLB) 
~against- 
ORDER 
PHILLIPS PETROLEUM COMPANY, 


Defendant. 


Defendant having moved this Court, upon the files 
and pleadings in this action, for an order pursuant to Rules 
12(d) and 12(h) (3) of the Federal Rules of Civil Procedure 
dismissing this action for want of subject matter jurisdic- 
tion pursuant to 28 U.S.C. § 1359 and plaintiff having duly 
submitted affidavit: in opposition to defendant's motion and 
said motion having regularly come or to be heard at a hear- 
ing at this Court on May 2, 1975; 

AND upon reading and filing the notice of motion 
dated April 3, 1975, the affidavits of Robert MacCrate, sworn 
to April 3, 1975 and May 2, 1975, together with the exhibits 
thereto, with due proof of service thereof, in support of 
the motion; 

AND upon reading and filing the affidavit of Nathan 
M. Shippee, sworn to April 28, 1975, and the suppiemental 
affidavit of Thomas R. Farrell, sworn to May 7, 1975, togecher 
with exhibits thereto, with due proof of service thereof, in 
opposition to the motion; 

AND after hearing Messrs. Sullivan & Cromwell, 


attorneys for defendant, in support of said motion, and 
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Messrs. Goid, Farrell & Marks, attorneys for plaintiff, in 
opposition to said motion and due deliberation having been 
had and a memorandum decision denying the defendant's motion 
for the reasons stated therein having been rendered by this 
Court on June 17, 1975, it is hereby ORDERED, ADJUDGED and 
DECREED: 

l. The defendant Phillips Petroleum Company's 
motion to dismiss the complaint on the ground of lack of 
subject matter jurisdiction be and the same is hereby denied. 

2. din accordance with 28 U<cS JC. 1292(5), the 


Court is of the opinion and hereby certifies that the within 


Order denying defendant's motion to dismiss the complaint on 


the ground of lack of subject matter jurisdiction involves 

a controlling question of law as to which there is substan- 
tial ground for difference of opinion and that an immediate 
appeal from the within Order may materially advance tne 
ultimate termination of this litigation, which will otherwise 
require a protracted jury trial unrelated to the question of 
subject matter jurisdiction before this jurisdictional issue 
is finally resolved. 


s/ Charles L. Brieant, Jr. 
U.5.D.0. 


SULLY 75 /L97D 
New York, N.Y. 


Order of the United States Court of Appeals for the Second Circuit, 


dated August 13, 1975 
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Memorandum of Judge Brieant, Dedember 30, 1975 


UNITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OF NEW YORK 


PRUDENTIAL OIL CORPORATION, 
67 Civ. 3748-CLB 
Plaintiff, 
-against- 
MEMORANDUM AND ORDER. 

PHILLIPS PETROLEUM COMPANY, 

Defendant 

“=e “A x 


Brieant, J. 


At a pre-trial conference on November 25, 1975 in this 
diversity action, the Court requested the parties to reach some 
accommodation concerning plaintiff's belated request for the 
production of financial statements of Phillips Puerto Rico Core, 
Inc. 

Defendant then applied to this Court for relief in the 
nature of a protective oxder barring discovery of this information, 
contending that this information ceased to be relevant to the 
issues remaining in this case in view of plaintiff's election to 


abandon its equitable cjaim and pursue its legal remedy for money 


damages. 
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On December 9, 1975, in an effort to have this hoary 
cause proceed to trial without further delay, the parties agreed 
to the production of financial statements relating to the 
Operations of Core from January 1968 through Dece~ber 1972, 
without prejudice to defendant's contention that ptaeniees 
Claimed election bars further proceedings upon the equitable 
claims. The Pre-trial Order made November 19, 1975 herein sets 


forth (p. 65) two separate “positions" as to the issues to be 


tried, 


The claims pleaded seek equitable relief and/or damages 
under New York law. Plaintiff seeks to vindicate its rights in 
an alleged joint venture with defendant for the esteblishment cof 
an Oil refinery and petrochemical facility in Puerto Pico. The 


underlying legal theories have been stated variously as an 


equitable action to impress a trust, or for an accounting, or 
for damages arising in contract, quasi-contract or out of the 
intentional tort of misappropriation. The relief requested 
includes (1) an accounting of the joint venture and a division 
of the respective rights and interests of the parties; (2) 


impressing a trust on defendant's property; (3) a judgment 


directing payment over to plaintiff of its rights in the venture; 


Sa ne 
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and (4) such other and further relief as the Court may deem 


just and proper. 


Defendant had moved previously to strike plaintiff's 
jury demand claiming that plaintiff did not have a constitutional 
right to a jury trial since its claims were equitable. Ina 
memorandum decision dated April 4, 1975 (392 F.Supp. 1018), 

Chief Judge Edelstein denied defendant's motion, holding that 
the complaint stated both legal and equitable claims, and that 
joinder of these claims aid not bar plaintiff's right to have 


the legal issues determined by a jury. 


Defendant now claims that plaintiff irrevocably 


elected to pursue its legai remedies, is precluded from relief 


in the nature of imposing a constructive trust or directing an 


accounting, and is remitted to its Claims for money damages. The 
contention appears to be founded upon two grounds: first, that 
in opposing defendant's motion to strike the jury demand, 
plaintiff representcd to the Court that its claims were for money 
damages; and second, that plaintiff's long delay in pursuing 
claims which arose in 1962 has enabled it, without bearing the 
risk inherent in this commercial venture, to claim a joint 


venturer's share of the project's success. 
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Regarding election of remedies we will apply New York 
law. Arber v. Essex Wire Corporation, 490 F.2d 414 (6th Cir. 
1974); Berger State Farm Mutual Automobile Insurance Company, 
291 F.2d 6665 (lOth Cir. 1961). See also Myzel v. Fields, 386 
P.2a 716; 740, ts. 2S (Oth, Cir. 1967), cert... denied, 3290 U.S, 

951 (1968). Both Rule &(a), F.R.Civ.P., and §§3002 and 3017 of 
the New York CPLR permit pleading in the alternative, and joinder 


of legal and equitable claims in a single complaint. 


The doctrine of election of remedies "represents a harsh 


and arbitrary principle designed only to prevent vexatious litiga- 


tion" and “should be applied only where there has been an 


irrevocable election." Strong v. Reeves, 280 App. Div. 301, 114 
W.¥.8.24: 97, 101. (44 Dept. 1952), aff'd., 306:N.¥. 666 (1953). 

See also Friederichsen v. Renard, 247 U.S. 207 (1917). Accordingly, 
it has been the policy of the New York courts to apply “a liberal 
doctrine ... rather than a narrow and harsh one” in regard to the 
election of remedies. Pomerantz v. Massachusetts Accident Co., 


169 Misc. 434, 7 N.Y¥.S.2d 654, 855 (Sup. Ct., N. ¥. County 1938). 


Under New York law, for an election of remedies to bar 


the pursuit of alternative relief, legal and equitable, a party 
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must have chosen one of two or more’ co-existing inconsistent 
remedi2zs, and in reliance upon that election, that party must 
also have gained an advantage, Or the opposing party must have 


suffered some detriment. Hill v. McKinley, 254 App. Div. 283, 


4 N.Y.S.2d 656 (lst Dept. 1938); In re Motor Vehicle Accident 


Indemnification Corp. v. McTootle, 236 N.Y.S.2d 588 (Sup. Ct., 
Nassau County 1°63). See also Wolak v. United States, 366 F.Supp. 
1106 (D. tonn. 1973); Twentieth Century-Fox Film Corp. v. National 


Publishers, Inc., 294 F.Supp. 10 (S.D.N.Y. 1968). 


For remedies to be inconsistent, it must be shown that 
"a certain state of facts relied on as the basis of a certain 
remedy is inconsistent with, and repugnant to, « ..ther certain state 
of facts relied on as the basis of another remedy." 25 Am.Jur.2d, 
Election of Remedies §l11. The mere availability of, and request 
for more than one remedy, does not satisfy the requirement of 
inconsistent theories, for the remedies may be consistent or 
cumulative. See Pierce v. United States, 255 U.S. 398 (1921). 
Plaintiff's legal and equitable claims are not inherently incon- 
sistent. An accounting of partnership assets and a claim for 


damages arising from a hreach of the partnership agreement are 


alternative remedies, both of which are consistent with the 
theory that there was an agreement. Likewise, a claim for tort 
damages, and the impressing of a constructive trust need not 


be inconsistent, and are not so regarded in this action. 


Defendant contends that an election was made in the 


course of the argument before Chief Judge Edelstein where plaintiff 


stated: 


"This is not a case seeking an accounting 
between twe parties who are concededly 

joint venturers and who wish merely to 

wind up their affeirs.... Prudential's 

claim is grounded upon a tort cognizable 

at common law, and is entitled to a jury 
determination of P*illips' breaches, 

deceit and misappropriation.“ (Memorandum 

in Opposition to Motion to Strike Plaintiff's 
Demand for Jury Trial, p. 37). 


Defendant also contends that in reliance upon this representation, 
plaintiff prevailed and obtained the Chief Judge's ruling sustaining 
its right to a jury trial. Under appropriate circumstances, the 
argument of one theory of the case upon a motion may constitute an 
election. of remedies. Rodriguez v. Northern Auto Auction, Inc., 


225 N.Y.S.2d 107 (2d Dept., App. T. 1962). However, Chief Judge 


Edelstein's opinion, 392 F.Supp. 1018, does not support defendant's 
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claim that the Court believed plaintiff had abandoned its suit 
for equitable relief. That decision contemplates that the case 
would be tried to a jury, reserving to the Court those issues 
affecting the propriety of equitable relief. However much 
plaintiff may have overstated on the argument, in characterizing 
its claims as legal in nature, plaintiff is not to be estopped 
from seeking equitable relief, since the Court readily perceived 


the mixed nature of the issues. 


Defendant's second argument rests upon the entire 
course of plaintiff's conduct since the time it was allegedly 
wronged. Defendant argues persuasively that plaintiff, in equity, 
should not be permitted to delay pursuit of its claim, while 
Phillips bore all the risk of the venture, and now seek a 
partner's share of what success the project had. This argument, 
however, does not res’. upon an election of remedies so much as 
it does upon questions of laches, estoppel, waiver, fairness and the 


adequacy of plaintiff's remedy at law. Accordingly, this issue is 


best left for the Court's determination in deciding whether 


equitable relief should be granted upon the entire trial record. 
See Turner v. American Metal Co., 268 App. Div. 239, 50 N.¥.S.2d 


800 (lst Dept. 1944). 
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If it appears during the trial that an election of 
remedies must be made, it is within the Court's power to compel 
an election at that time. In Lukaris v. Harrison Vending Systems, 
Inc., 28 App. Div. 2 ¥.S.2d 674, 676 (3d Dept. 
the Court stated: "At what point in the trial an election must 
be made will have to be determined by the Trial Judge in the 
light of the record as it develops." However this case may 
be presented to the jury upon plaintiff's contract, quasi-contract 
and tort theories, relief, whether at law or in equity, will 


issue only once. See New York CPLR §3002, Practice Commentary 


§30602:14, at 534-36 (McKinney's 1974). 


Defendant's motion to strike plaintiff's equitable 


claims based upon a claimed election of remedies is denied. In 

addition to the matters set forth in paragraphs (1) throu (8) 

and (15) of Section 4 of the aforementioned Pre-trial Order upon 
which the parties agree, there remains for trial the issues con- 
tained in paragraphs (9) through (14) inclusive. The issues for 
trial shall comprise (9) as formulated by the plaintiff without 

Opposition, (10) and (11) as formulated by the defendant, (12) 


and (13) as formulated by the plaintiff, and (14A) and (14B) as 


formulated by the defendant. 


So Ordered. 


Dated: New York, New York 
December 30, 1975 


CHARLES L. BRIEAINT, JR. 
CHARLES L. BRIEANT, JR. 
U. &S. Dd. J. 


Memorandum and Order of Judge Brieant, 
March 3, 1976 


UNITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OF NEW YORK 


PRUDENTIAL OIL CORPORATION, 
67 Civ. 3748-CLB 
Plaintiff, 
-against- 
MEMORANDUM AND ORDER 
PHILLIPS PETROLEUM COMPANY, 


Defendant. 


Brieant, J. 


By a general verdict, amplified and supplemented by the 
answers to Special Interrogatories, the jury in this diversity cas 
on January 26, 1976 found that plaintiff's corporate predecessor, 
Prudential Oil Corporation (Ccanecticut), acting through Messrs. 


Shippee, Willey and Young, developed and owned a legally protected 


business concept, as defined in the Court's instructions, relating 


to the establishment of a petrochemical core facility in Puerto Rico; 
that Piillips obtained div«losure of this legally protected business 
soncept as a result of a relationship of trust and confidence with 
plaintiff's predecessor; that Prudential disclosed its concept to 


Phillips or made a contribution of ideas or services relating to the 
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development of those ideas as a result of a contract implied in 
fact; and that Phillips used Prudential's legally protected business 
concept or contribution of ideas or services relating to the develop- 
ment of those ideas of Prudential Connecticut in the petrochemical 
core facility actually constructed by Phillips in Puerto Rico, or 
in an application or presentation necessary to effect its construc- 
tion. 

The jury then awarded damages in the amount of $1,500,000.00 
and advised further that the tortious misappropriation or the taking 
of the ideas pursuant to a contract implied in fact, occurred on 


December 16, 1963. 


By motion filed February 17, 1976, defendant moves for 
judqment notwithstanding the verdict. Its contentions are dealt 


with separately below. 


Defendant first contends that a contract implied in fact 
was not shown to exist by the required standard of proof which, 


resOlving all matters of credibility and weight, favorably to 


plaintiff, would permit any juror reasonably so to conclude. 


A 


The parties have tried the case in accordance with the 
substantive law of New York, and there are sufficient contacts 
with New York to justify such a choice of law. In New York, when 
something of value is tendered by one party to another for evalua- 
tion, Looking towards a mutually beneficial commercial agreement, 
and the second party accepts, takes and uses what is tendered, 
without reaching an express agreement, a contract implied in fact 
may be said to arise. Robbins v. Frank Cooper Associates, 19 A.D.2d 
242, 241 N.Y.S.2da 259 (lst Dept. 1963), rev'd. on other grounds, but 
rule approved, 14 N.Y.2d 913 (1964); American TCP Corp. v. Strauss 
Stores Corp., 206 Mise. .1017, 136: M.¥.S.2d 76. (N.Y. Co. Sup. 1954), 


aff'd. 2c5 App.Div. 1132, 14C N.Y.S.2d 884; Restatement, Restitution, 


There is ample evidence here to support a conclusion that 


Prudential's principals delivered their work product to Phillips, 


anticipating an agreement to enter upon a joint venture. No such 


joint venture agreement was ever made by Phillips. Having failed 
to enter into a joint venture, as was its right, Phillips became 
liable in quantum meruit, or pursuant to a contract implied in fact, 


for the value of what it took and used. 
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Indeed, depending on the circumstances, almost any taking 


of a legally protected concept, following business negotiations 
between the owner of the concept and the taker, can justify a jury 
finding of a contract implied in fact. This is so because the 
presumption is in favor of innocence and against the existence 
fraud. This presumption against fraud, although not comprised 

the instructions given our trial jury, is particularly strong. 
Richards v. Kaskel, 40 A.D.2d 804, 338 N.y.S.2d 279, 281 (lst Dept. 
1972) and cases therein cited. It justifies a finding of a contract 
implied in fact, rather than a finding of tortious wrongdoing, to 
the extent that Phillips' access to the concept was through Phillips' 


emplc,2e Fischbeck. 


This jury verdict will not be voided now at defendant's 
behest, simply because of any theoretical inconsistency between a 
contract implied in fact, and a tortious misappropriation of the 


legally protected business concept. 


This is so because no objection was taken on this ground 
to the form of special interrogatory submitted to the jury. See 
transcript p.2199, et seq. where defendant requested other changes 


in the form of interrogatories to the jury, culiminating with the 


following (Tr. p. 2205): 


THE COURT: "The purpose of the interrogatories 
primarily is to protect everyone's interests, 
including the Court, so we will know how the 
jury got there. “‘*f you all wanted to take a 
general verdict, I would probably permit it, 
but I gather you don't. 


MR. MacCRATE (defendant's counsel): No, your 
Honor, we do want these special interrogatories.” 


Defendant contemplated the likelihood that the jury would 
hold in favor of plaintiff on more than one tneo-y. Nothing on the 
— of interrogatories militated against such a result. The Court 
instructed the jury without exception (Tx. pp. 2266-67): 


“Although more than one theory of liability 
has been presented to you for your determina- 
tion, the plaintiff may recover only once for 
its damages, if you find that it has been 
damaged. 


Since the different theories of liability 
suggest different computations of damages, if 
you find the defendant liable on two distinct 
theories and you find in computing the damages 
as I have instructed you that different amounts 
of damages are applicable, you should award the 
plaintiff damages in the larger of «he two 
amounts." 


It is now too late to claim such an instruction was improper. 


Indeed, after the plaintiff had rested, defendant presented 


the testimony of Roy M. Waldby, its Manager of Puerto Rican operations, 


from which it became abundantly clear that defendant had in fact 
misappropriated plaintiff's concept, and had done so torticusly. 


Mr. Waidby testified on his direct examination (Tr. p. 1666): 


"Q Well, did you also have an assignment 
. with respect to a Puerto Rican project? 

A I did; 

Q Now, how did that come about: can you 


teil us the circumstances? 


A On or about August the 7th [1963], Mr. 
, Miller Conn, my superior, ... called me int« 
his office after a visit which I understood 
from him to be with Oscar Chapman of Washing- 
ton, D.C., and told me that we had an 
Opportunity to obtain permission to bring in 
large quantities of feedstock, into Puerto 
Rico, if we could make better than fifty 
percent petrochemicals from them, and he 
asked me to apply myself to the probiem as 
to how we could produce those volumes of 
petrochemicals. 


Mr. Waldby, did Mr. Conn give you any 
materials, any papers at that time? 


Yes, sir, he did. I'm not sure whether 
in his office or on the way out of his office, 
but in that time period, yes, sir. 


* 


« * 


I show you now the original exhibit [P-215], 
Mr. Waldby, and ask you if that was used in the 
materials given tc you by Mr. Conn at that time 
in August of 1963. 


Yes, sir, to the best of my -- it 
is now my belief that this was among the 
materials given to me by Mr. Conn 

Did Mr. Conn tell you anything about 


the materials that he gave to you at that 
time? 


Mr. Conn told me that the material 
which he gave me was to be treated con- 
fidential." 

Exhibit P=215 was a brochure prepared by Prudential, with 
Prudential's name on it. Oscar Chapman, a Washington, D.C. lawyer, 
had acted for Prudential, and later, for Phillips. If believed, 
the foregoing testimony shows intert to misappropriate Prudential's 
brochure and its contents, and use it in aid of an application by 


Phillips to implement a petrochemical core plant in Puerto Rico, and 


although not known to plaintiff prior to trial, justifies ~id supports 


a verdict on the tort cinta 


partial 
Defendant aiso claims it is entitled to a/judgment n.oO.v., 


dismissing so much of the claim as is based upon the theory of a breach 


of contract implied in fact, on the ground that the claim is barred 


by New York CPLR §213 as having arisen more than six years prior 
to January 16, 1976, the date during trial upon which the plaintiff 
moved to conform its allegations to its proof. This latter motion 


was Of course, advisable, but unnecessary. See Rule 15(b), F.R.Civ.P. 
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The taking took place on December 16, 1963, and this 
action was filed on September 27, 1967. The complaint was sufficient 
to set forth a claim for relief based on a contract implied in fact. 
It complied fully with Rule 8, F.R.Civ.P., in that it contained a 
statement of the jurisdictional grounds, [diversity] and set forth 
in greater detail than usual the claimed transactions concerning tie 
Puerto Rican petrochemical core refinery. The pleading was suf- 
ficient to give defendant notice that it was being held in damages, 
and for equitable relief, arising out of its transactions with 
plaintiff and the Commonwealth concerning the Puerto Rican core 
refinery, consequent upon and following defendant's letter to 
plaintiff dated November 12, 1962, which was actually attached to 


the pleading. The parties were not strangers to each other, and by 


the time the pleading had been filed, as a result of extensive attempts 


by Prudential to settle its claims, defendant well knew plaintiff's 


factual contentions. 


Under such circumstances, it is inappropriate to hold 
that any claim arising out of these transactions between these 
parties, after November 1962 concerning the Puerto Rican petro- 


chemical core facility. is barred by statutes of limitations. To 


hold otherwise would invite the prolix pleading of separately 


stated causes of action, founded on separate theories of sub- 
stantive law, but arising out of the same course of dealing, just 
the type of pleading with which the New York state courts are 
plagued, and which Rule 8, F.R.Civ.P. was intended to avoid. The 
history of the Federal Rules is too well known to require documenta- 
tion of this statement. A complaint is good in this Court unless 

it appears beyond doubt that the pleader can prove no set of facts 
in support of his claim which would entitle him to relief. United 


States v. VanRaalte Co., 328 F.Supp. 827, 829 (S.D.N.Y. 1971). 


pap ees 


Additional hases in support of the motion are set forth in 
memorandum of law filed in support thereof but not contained in 
motion papers. These have all been considered by the Court. 
most part they have been resolved adversely to the defendant 


verdict of our jury, which the Court believes, resolving all 
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issues of credibility, and drawing all permissible inferences from 


the evidence most favorably to plaintiff was not so unreasonable 


as to be disturbed by the Court. 


Defendant's motion for judgment notwithstanding the 


J 


verdict is denied. | 
So Ordered. 


Dated: New York, New York 
March 3, 1976 
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CHAPLES L. BRIEA!T 
Me Ss De es 
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POoecrT AR GTS 


Plaintiff tried its case on the factual contention that 
Phillips had access to Prudential's brochure (Exhibit P-215), 
as shown by the fact that certain verbiage of marginal utility 
had been plagiarized verbatim in a brochure which Phillips 
later submitted in its own behalf to officials .¢ rhe Economic 
Development Administration ("EDA") of the Commonwealth of 
Puerto Rico. In support of this theory, plaintiff showed 
that its brochure had been made available previously to Dr. 
Dale Fischbeck, Phillips' man in New York, who, as a courtesy 
to Prudential, had caused the brochure to be reproduced by 


Phillips' photocopy facilities. 


It was not until defendant proffered the testimony, 
recited herein, of Roy Waldby that plaintiff realized that tne 
more probable means of access was not from Prudential to Fisch- 


beck to Waldby to the EDA, a mode of access consonant with the 


theory of a contract implied in fact, but rather that access was 


from Prudential to its attorney Oscar Chapman, to Conn of Phillips, 
who in turn delivered Prudential's brochure to Waldby with a 
direction to keep it confidential. Waldby was in charge of 


producing Phillips’ plagiarized brochure above mentioned. This 


Findings of Fact and Conclusions of Law 
of Judge Brieant, March 3, 1976 
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UNITED STATES DISTRICT COURT 


= "pewwasr’ 
PRUDENTIAL OIL CORPORATION, \ 


Plaintiff, : 
67 Civ. 3748 (CLB) 


~against- 
HILLIPS PETROLEUM COMPANY, 


Defendant. 


FINDINGS OF 
FACT AND CON LUSIONS OF LAW 


tds As to eo much of the claims of plaintiff as is 
| based on the theory that a joint venture existed between 
‘it and defendant -- 

The Court concludes: 


‘ There was no legally enforceable joint venture 
| created between Phillips and Prudential Connecticut or 


« between Phillips and Messrs. Shippee, Willey and Young 


| 
, acting directly or through Prudential Connecticut, for the 


WHOM 


| reasons that: 


f A. On the evidence a joint venture consisting of 


\ prudential Connecticut and Phillips, or of Phillips and 
| Messrs. Shippee, Willey and Young, acting directly or 


through Prudential Connecticut, was not shown to exist by 


bi required standard of proof which, resolving all matters 
| 


‘of credibility and weight of the evidence faverably to ne 


plaintiff, would permit any juror reasonably so to conclude. 


(2ge 1AY4S Bag (0 Are here 
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B. As additional and independent reasons for dismis- 


sing any claim based on the theory of a joint venture: 
(1) Plaintiff claimed at trial that a 
joint venture existed between plaintiff and 
‘ | defendant predicated upon defendant's appli- 
cation for an oil import aliocation in its 
own name Yt for the actual use and benefit 
of plaintiff as an undisclosed principal. 

(2) The identity of an applicant for an ‘ 
a ‘ oil impo~t allocation, the applicant's import- : 
“s | ing history and its other qualifications were 
material factors in any determination by offi- 
, cials of the Department of the Interior in : , 
issuing oil import allocations. 

(3) It would have been unlawful, against 
| public policy and frauduleit for Phillips to 
if have agreed with Prudential Connecticut that , 
Phillips would make an application in its own 
{ name for an oil import allocation for the ' 

‘ benefit of itself and Prudential Connecticut 
8) oot ) or \¢ 
Wy oy, and/or others as undisclosed principals, and 
; any such agreement, even if made, would be 


unenforceable. i 


: IT. As to plaintiff's claims for equitable relief -- 
_ The Court finds: 


i (A) With the passage of time and the independent 
actions taken by Phillips in the development of its petro- 


‘chemical facility in Puerto Rico, as well as other changes | 


y in general circumstances, there is no identifiable res 


Seen eg ACCA) 


? 


oY 
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‘presently existing on which the Court might properly impress | 
: 4 ; | i 


1a trust. ay , at 


uo (B) anges A general circumstances, including the 
} 


ree: of the Organization of Petroleum Exporting 
ete (OPEC) and the increase in the price of imported 
Toil which have wabatenete1ty affected the value of any oil 
; import quota after 1965, and fundamental changes in and 
affecting the position of the parties, including the 
I eeagmeel an by Phillips of obligations to the Puerto Rican 
»Government which Phillips has in significant respects ful- 
;aeae es and the substantial investment by Phillips in 


facilities in Puerto Rico and in their operation, it would © , 


|| be inequitable at this time to impress a trust on an undivi- 


i ded interest or on any minority stock interest in Phillips 

\ Puerto Rico Core, Inc. 
| ‘ 
| 

The Court concludes: 


i A. The plaintiff has an adequate remedy at law. 


B. The plaintiff has failed to prove that it is 
HI ' ) 


ventitled to any equitable relief. 


intit’ as is 


O so much Of tné claim 


the theory of contract implied in law, asi- 


and unjust enric.ment 


| ¥ 
The court concludes: 


ok 
In view of the jury's determination that a contract 


! 
“exis between plaingifs and defendant providing for the 


Or un by defendan £f plaintiff for its concept, 


te oe ' 


| ideas or services with regard‘to a petrochemical core plant 


{ in Puerto Rico, plaintiff's claim an award based on a 


+ 34 ' 
¢ ae : 


it ; 
‘|i theory of contract implied in law, quasiSeqntract or unjust | i, 


ee On 
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richment with regard to such concept, ideas or services 


ot be maintained. 


As to so much of the claims of plaintiff as is 
the theory of misappropriation or breach of / 


. confidential relationship -- / 


a 4 Court concludes: / 


‘ ; In view of the jury's determination shat a con- 


tract existed is alae plaintiff and defendant /providing for 
the compensation RY defendant of plaintiff for its concept, 
ideas or seceiaiaiah, sauattatad claim for gn award basec on 


| 
'or of breach of a confidential relatignship cannot be 


t 


‘ a bec / , 
(a theory of misappropriation of any a 5 concept or ideas 


! : . 
|maintained. 


“fact (in support of Aw i i -- | 


(A) At all times shies to January 16, 1976 plaintiff 


aah \claimed in this asetad’ thar whatever adtion was undertaken 
: 4 


‘by defendant se with respect to a trochemical facil- | 


Petes 
res = 


‘ity-in Puerto Ric 


acd: 


, was undertaken for and sins adie: 
Fe ie and at time during said period did song 
‘claim that defendant acted for itself and solely\on defen- 
raantts own /leehalf. 
(B) “On January 15, 1976 in open court counsel r 
plain ff maintained that etidinte was nothing in the record 


indicated that Shippee or plaintiff was going to san 


ything and get a fee for it. 


S Sis 


(C),. On January 16, 1976, plaintiff for the first 

e claimed that it had an agreement with defendant 
‘ies ant to which defendant was to pay plaintiff fox’ 
sae of plaintiff's business ideas. 
: (D)\ Plaintiff's claim of an agreement implded in 
ifact was based upon facts other than those all¢ged in 
the complain which was filed in this action fn September ae 
‘1967 and the complaint did not give notice pf the trans- 


| 

‘actions and occunyences to be proved pursyant to the 

lamendment to the 3 plaint made on January 16, 1976. 
(E) The amendment of the complai made by the 


plaintiff on January 1 1976 was made after the plaintiff 
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rested and the defendant had ng opportunity to examine 
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‘ 
iplaintiff with respect ia ie axd defendant by said amend- 
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ment was prejudiced in maintaif~ing its defense on the merits. 
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b) The Court conclude 
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| A. On the evidence,/a contract implied in fact pur- 


suant to which defendant/was to pay plaintiff for the use 


rey 


‘Of plaintiff's businesg ideas was not Khown to exist by the 


required standard of/proof which, resolving all matters of 
i \ 


of 


credibility and we ght of the evidence favorably to plain- 
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jeiff, would pe t any juror reasonably so td conclude. 


| plaintiff im 


| contract implied in~fact -- 
If the Court C’ines.to adopt the proposed 


— ~ 
findings and _sonGlusions with respect to “section V, supra, 


ant requests that the Court in the alternativ ake 


TIL the court finds: 
(A) At no time up to and including January 27, 1976, 


the date of the verdict by the jury in this action, did 


plaintiff or any predecessor in interest make demand upon 


defendant Phillips for any definite and ascertainable amount, 


n OF n vith respect to the breach of any contract 


implied in fact. 


(B) The complaint in this action was filed on 


_ September 27, 1967 and alleged. four—separate-cieimys in-eatnh | 
| Of-which—it—wes—atteged that plaintiff had no adequate 


remedy at law. 


(C) The complaint included in addition to the prayers | 


for equitable relief, claim for losses, damages, costs and 


v xpenses, but it contained no getairm for a definite or 
uot 


ascertainable amount of damages. 


(D) At all times prior to January 16, 1976 plaintiff 


' Claimed in this action that whatever action was undertaken 


| by defendant Phillips with respect to a petrochemical 


' facility in Puerto Rico was undertaken for and on plaintiff's 


\ behalf and at no time during such period did plaintiff 


' Claim that Phillips acted for itself and soleiy on Phillips’ 


eer behalf, Sueept i a Sr ‘ie Yee Com phamit: dnc! Yt 


npnlid pe 


A’ "620 
? in open court, counsel for 
Es tee : eS aad 
" ‘plaintiff maintained that there—was nothing in the record 
peer re ee : 
ie pe indicated that-Shippee or plaintiff was going to sell 
a 


tine ee Ss Wie 


acthige (F) No amendment of the complaint was made until 


anuary 16, 1976, after plaintiff had rested and after the 


aA ‘Court had ruled that no legally enforceable joint venture 
ype jexisted between plaintiff and Phillips; on that day the 
‘| 


US ' plaintiff over defendant's objection, was granted leave to 
i) 


’ 


amend its complaint to assert a claim for breach of an 
_implied in fact contractx whteh-eteimnwas-ineonsistent witht 


oe © 9% 


Y 


, rs ————— 

" F (G) On January 16, 1976 plaintiff for the first time — 

i; | hasmedk that it had an agreement with defendant pursuant 

: om which defendant was to pay plaintiff for the use of 

3: jplaintifé's business ideas. 

z. (H) At no time prior to January 16, 1976 did plaintiff 
ike lever allege that there existed between it and defendant t 


'Phillips a contract implied in fact and at no time has 


“yer 


" ehaanbade expressly alleged the breach of any such contract, 
| fixed the date at which any such contract is alleged to ‘ 
‘have been breached or the time when pursuant to any such 
‘contract defendant was to have made payment to plaintiff. 
(I) Plaintiéiteciszimefan-agreement—impited in fact 
a Cah S | ecmphiine tied 15.5969. -ands tne complaint did met give 


.notice of the transactions and occurrences to be proved for 


+ | purposes of establishing a contract implied in fact. | 
hh 


me 


i 


defendant Phillips breathe eractual obligation to pay any 


amount to plaintiff on'December 13, 1963 nor dtd-the jury so 


by defendant to plaintiffs 


act remained at all 


The Court also finds and concludes: 


By reason of §5001, New York CPLR, plaintiff is 
entitled to interest on the award of damages from December 16, 
1963 to the date of filing of Judgment at the statutory rates in 
effect from time to time in the courts of the State of New York, 
as computed in the Judgment signed simultaneously herewith. 
State law supplies the rule of decision in this diversity action, 
and this Court lacks power to diminish the amount of pre- 


judgment interest for unconscionability, or in the exercise of 


its inherent supervisory power over the administration of justice 


Delay in bringing this cause to trial is not directly chargeable 


to any party. 


SO FOUND AS ABOVE STATED. 


Dated: New York, New York 


Peberary Ito, CITC 
Marek. 2,19 76 
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UNITED STATES DISTRICT COURT d 


SOUTHERN DISTRICT OF NEW YORK \ ae £ 
ee eee eee me eS x s .S DOESN 
: eee 


PRITDENTI AL OLL CORPORATION, 
67 Civ. 3748-CLB 


Plaintiff, 
~-against- a JUDGMENT 
PHILLIPS PETROLEUM COMPANY , # Ve LZ ; 
Defendant. 


This action having regularly come on for trial before 
this Court and a jury, the undersigned presiding, on January 5, 
G. Fe SO. Bo IS, 134 Tee 2S, 16, 19, 20. 2k, 22, 235 26 and 27. 


1976, and the issues having been duly tried, and 


The Court having granted defendant's motion to dismiss 
so much of the claim of plaintiff as is based on the theory that 
% joint venture existed between plaintiff and defendant and so 
much of the claims of plaintiff as sought equitable relief, and 
the ‘Court ee granted plaintiff's motion to amend 
its complaint to conform to the proof, pursuant to Rule 15(b), 


F.R.Civ.P. to assert a claim for money damages based upon an 


Judgment of Judge Brieant,March 3,1976 


alleged breach of a contract implied in fact, and 


The Court having submitted special interrogatories to 
the jury, and the jury having answered such special interrogatories, 
and the jury having also rendered a general verdict in favor of 
plaintiff and against defendant on plaintiff's claims alleging a 
- breach of a contract implied in fact and a tortious misappropria- 
tion of a legally protected business concept, in the amount of 


$1,500,000.00, and 


The Court having made its findings of fact and conclu- 
sions of law with respect to its determinations herein, dated and 


filed simultaneously herewith; it is 


ORDERED, ADJUDGED AND DECREED that so much of the claim 


of plaintiff as is based on the theory that a joint venture 


existed between it and defendant is dismissed with prejudice, and 


it is further 


ORDERED, ADJUDGED AND DECREED that all claims of 
plaintiff for equitable relief are dismissed with prejudice, and 


it is further 


ORDERED, ADJUDGED AND DECREED that so much of the claim 
of plaintiff as is based on the theory cf a contract implied in 
Law, quasi-contract or unjust enrichment is dismissed with prejudice, 


and it is further 


ORDERED, ADJUDGED AND DECREED that plaintiff Prudential 
Oil Corporation have judgment against defendant Phillips Petroleum 
Company upon the verdict in the amount of $1,500,000.00 with 


interest as follows: 


From December 16, 1963 to June 30, 1968 at 6% -$ 408,750.00 
July 1, 1968 to February 15, 1969 at 7 1/4% - 67,968.70 
February 16, 1969 to August 31, 1972 at 7 1/2%- 398,750.00 
September 1, 1972 to March 2, 1976 at 6% - 315.7500 .00 


Total Interest $1,190,968.70 


making a total of $2,690,968.70, together with costs to be taxed. 


Dated: Mew York, New York 
March 2, 1976 


OTE Ie ae: 


CHARLES L. BRIEANT 
Ores iSce: Dis is 


JUDGMENT ENTERED ~~, ave 
: ‘J ee 


Memornadum Endcrsement of Judge Brieant, 


March 25, 1976 
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veudential Oil Corporation v.” 67 Civ 3748 (CEB) 

Phillips Petroleum Co. ; 


The Court adheres to its conclusion previously expressed, that 
-..w York CPLR §S001 requires an award of pre-verdict interest from 
‘ne date of the taking of plaintiff's concept. The case of DeLong 
Corp. v. Morrison-Knudsen Co., 14 N.Y¥.2d 346 (1964) relied on by 
movant suggests that undar that statute, and prior New York de- 
cisional law, pre-verdict interest in an intentional tort against 
property, as well as in a breach of contract, is recoverable as 
a matter of right, measured from the date of accrual of the cause 
of action. That date is, as found by our jury, December 16, 1963. 
It is of no use to speculate that in negotiated terms, payment would 
not have been made until the import permits were received, or until 
the refinery was on stream. 


Defendant, with full knowledge that it had used plaintiff's 
brochure first in 1963, failed to plead the affirmative defense of 
the three year statute of limitations. It is no longer available. 
Strauss v. Douglas Aircraft Co. 404 F.2d 1152 (2d Cir. 1968). 


That portion of the motion which seeks a new trial on the 
gtound of excessiveness of the verdict presents a more difficult 
issue. The verdict is larger ty far than we would awara in a bench 
trial, resolving all fact issues in favor of plaintiff. This does 
not end the matter. Our jurors are entitled to apply to the cases 
before them their common sense and their perception of truth and 
value. If their function seems vestigial in commercial disputés, it 


must be remembered that they «ce not inhibited by the jaded cynicism 
of lawyers and judges who know only to well that “it is hard to make 
money easy”. 


The petrochemical core facilit:; was successful and highly 
profitable until the international oil cartel became active. The 
award of compensatory damages was supported by sufficient evidence, 
and there is no affirmative evidence of passion or prejudice. Every 
fair intendment should be accorded to the work of our jury. Although 
we regard the verdict as high, it is not so unreasonable as to justify 
Setting it aside. Cf. Schotcka v. American Export Isbrantsen Lines, 
Inc., 311 FP. Supp 77 (SDNY i969). 


All other mtters raised in the within motion and not pre- 
viously discussed in prior post trial decisions, have been considered 
and rejected. The motion is in all respects denied. 


SO ORDERED. 


New York, N. Y. 
March 25, 1976 
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United States District Judge 


Defendant's Notice of Appeal April 23, 1976 


UNITED STATES DISTRICT COURT 


SOUTHFRY DISTRICT OF NEW YORK 


A $26 


PRUDENTIAL OIL CORPORATION, 


Plaintlff£, 
67 Civ. 3748 (CLB) 
-ajyainst- 


NOTICE OF APPEAL 
PHILLIPS FETROLEUI! COMPAUY, 


Deferldant.: . 


x 


Notice is hereby given that, Phiflige ‘Petroleum 
Company, the defendant above named, herby sppéals to the 
United States Court of Appeals for the Seconei civents from 
that oart of the Final judgment entered in this action on 
the 3rd dey of March, 1976 which granted judgment against 
Phillies Petroleum Cmpany upon. the verdict In the amount 
o€ $1,599,909, and awarded total interest in the additional 
arountr of $1,190,9693.70, for a total juwlament of 
$2,690,968.79, wlth costs to be taxed, and from the opinion 
and order, entered March 3, 1976, which denied defendant's 
motion €or judeqment notwithstanding the verdict, and from the 
opinion and orier, entered on March 26, 1376, which denied 
Phililtos’ twetien to amend the judgment and for a new trial. 


Dated: Acril 23, 1976 
New York, New York 


SULLIVAN & CROMWELL 


By Mae YenTe, 


Robert MacCrate 
Attorneys for Defendant 
48 Wall Street, 
New York, New York 10005. 
(212) 3952-8100 


UNITED STATES, COURT OF APPEALS 


FOR THE SECOND CIRCUIT 


PRUDENTIAL OIL CORPORATION, 
Plaintiff-Appellee, 
-against- ‘ Docket No. 
76-7207 
PHILLIPS PETROLEUM COMPANY, 


Defendant-Appellant. 


STATE OF NEW YORK 
SS. 


COUNTY OF NEW YORK ) 


GEORCE A. SCHOLZE, being duly sworn, deposes and 
says that he is an attorney associated with Sullivan & 
Cromwell, attorneys for Defendant-Appellant; that on the 
2nd day of September, 1976 he caused the within Appendix 
to be served upon Gold, Farrell & Marks, attorneys for 
Plaintiff-Appellee by having two true copies of the same 
delivered to said attorneys at 595 Madison Avenue, New York, 
N.Y. 10022, by leaving the same with a person in charge of 


said office. 


Sworn to before me this 
2nd day of September, 1976 
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